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(Testimony of Myron W. Reed.) 

The Court: I think the objection is sound. 
Of course I can’t tell how important it is, but 
T think if you have the trust deed, or it is in 
evidence, maybe you can short-cut by getting 
a stipulation. But the objection is sound tech- 
nically. 

Mr. Campbell: Yes. [3825] 

IT do not have the trust deed or the note 
here. The matter is, however, evident in the 
books and records here in evidence. 

The Court: Well, possibly one of these men 
could show the record to the defendants’ coun- 
sel so that they might be satisfied with it.”’ 


The witness further testified: That on or about 
the month of March, 1934, I had occasion to enter 
into an escrow at the Title Guarantee and Trust 
Company, relative to a note secured by a trust deed 
on certain property owned by our Company. 

‘*Q. You have produced here a copy of a 
deed of trust which was entered into on the 
first day of January, 1933, between Reed Bros., 
Tapley, Geiger & Company, formerly Reed 
Bros. Company, herein called trustor, J. TL. 
Smale and J. L. MeSwiggen, of Los Angeles, 
ealled trustee, and the Railway Mutual Build- 
ing and Loan Association, as corporation, ealled 
beneficiary. 

Now, is this the deed of trust to which you 
referred in stating that you received a recon- 
veyance in that escrow? A. Yes, Sia@ 

Q. And did this deed of trust, together with 
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a note as set forth in this deed of trust, repre- 
sent your obligation as of March, 1934, taking 
into consideration, however, any reductions of 
such note by way of payments made in the 
meanwhile ? A. Yes, sir.”’ 


(Thereupon said document was offered and re- 
ceived in evidence, subject to the same objection, 
same ruling and exception. Said document was 
marked plaintiff’s Exhibit 108, and separately cer- 
tified pursuant to stipulation and order of Court.) 

[326] 

The witness further testified: In the course of 
the escrow, we received from the Title Company 
plaintiff’s Exhibit 109 for identification, a recon- 
veyance of the property as set forth in the Deed of 
a TUst. 

(Said document was offered and received in evi- 
dence subject to the same objection, same ruling and 
exception as plaintiff’s Exhibit 108, and marked 
plaintiff’s Exhibit 109. Said document was separ- 
ately certified pursuant to stipulation and order of 
Court.) 

The witness further testified: At the time we 
entered into this escrow there was owing at that 
time around $44,000.00. Plaintiff’s Exhibit 99 is 
an escrow instruction signed by me and filed with 
the Title Guarantee and Trust Company ; Plaintiff’s 
Exhibit 101 bears my signature and is also escrow 
instructions filed by my Company in connection with 
the escrow with the Title Guarantee and Trust Com- 
pany. 
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“Q. Now, Mr. Reed, what was the amount 
paid or caused to be paid by you for the recon- 
veyance of such deed of trust and the satisfac- 
tion of the note? 

Mr. Irwin: Pardon me, your Honor. I ob- 
ject to that, may it please the Court, as not 
the best evidence. I assume counsel is directing 
the question as to it having been paid upon 
the First Security. That is why I am press- 
ing the objection. 

Mr. Campbell: I will amend the question. 

(. What was the amount paid, or caused 
to be paid by you into the escrow for the re- 
conveyance of that? 

Mr. Irwin: No objection to that, so long as 
we have our running objection. 

The Witness: 22,000, or about that amount.”’ 


The witness further testified: In addition to 
that we [327] paid small sums of money for ex- 
penses in connection with that escrow. I would 
think the sums of $35.00 and $155.00 would be ap- 
proximately the amounts so paid. We did not pay 
at any time to any one either in or out of that es- 
crow any further amounts; nor for the reconvey- 
ance of that property and the satisfaction of the 
note which it secured. We received from the escrow 
the reconveyance and the cancelled note. Prior to 
entering into this escrow, I had a conversation with 
Mr. Howard Edgerton; that being so long ago JT 
couldn’t tell you when it took place, nor where it 
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was. Prior to this arrangement with this Discount 
Company we had arrangements with another man 
by the name of Kenner. As near as I can get it, 
I had this other proposition and it fell through, 
and Mr. Edgerton said he thought he could ar- 
range to do the same thing as this other Company ; 
that is about the gist of the conversation. I don’t 
remember of anything being said at that time about 
the opening of an escrow. 

““Q. Mr. Reed, the deed of trust, which you 
have produced here, is dated January 1, 1933; 
the reconveyance which you have produced 
here, which you have testified came to you out 
of the escrow, is dated March 15, 1934. Now, 
when was it with reference to either of those 
dates that you had this conversation with 
Mr. Edgerton? 

A. Well, that is a tough one. I can’t re- 
member when it was. Really, I can’t, but, of 
course, it was prior to either one of those, that 
I had the talk with him. 

Q. It was before you borrowed the money 
from the Railway Mutual Building and Loan 
Association ? 

A. Oh, no. It wasn’t before that. It 
couldn’t be.’’ 

Q. Now, when was it with relation to those 
two dates that vou had this conversation with 
Mr. Edgerton ? 

A. I couldn’t tell you. [328] 
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Q. Was it before or after you had borrowed 
the money as evidenced by this deed of trust? 

A. Well, I had made arrangements for that 
money before the transaction had taken plaee, 
of course. 

Q. I am referring to this conversation you 
had with Mr. Edgerton relative to your paying 
this trust deed off. Was that before or after you 
entered into the trust deed ? 

A. It was before I entered into it. 

Q. Before you entered into this trust deed 
with the Railway Mutual? 

A. That is to pay off the mortgage you mean? 
Ts that it? 

Q. No; I am referring to the conversation 
where you stated Mr. Edgerton told you that ar- 
rangements could be made to take care of your 
loan. A. That is right. 

Q. By going into this escrow? A. Yes. 

@. Now, when was that conversation had? 
Do I understand you now that it was before or 
after you had originally borrowed the money? 
I am referring to borrowing the money from the 
Railway Mutual Building and Loan Associa- 
tion. 

A. I don’t know how to answer it. I bad the 
arrangements all made but I had to have that 
before I could talk to him about it or before I 
could go on into escrow, I had to have arrange- 
ments made for this money. 
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Q. Yes. Well, were those arrangements made 
just prior to the time you went into escrow ? 

A. Yes. I had had arrangements made for 
that a long time before that. 

Q. Do you know how long before you went 
into escrow? 

A. Now, wait a minute. If you would just 
let me [329] look in my papers. I can tell you 
about that. 

Q. All right. 

A. I just gathered up a lot of papers here. 

Q. In that connection, let me ask you 

A. Now, here is the agreement with R.F.D. 
Discount, and it was prior to that. 

Q. The witness has produced a document 
headed, ‘Agreement,’ dated the 16th of Febru- 
ary, 1934. A. That is right. 

Q. Now when was it with reference to this 
document that the conversation was had ? 

A. Well, it was quite a while before this, of 
course, before. 

Q. Yes. By ‘quite a while,’ do you mean a 
period of months, days, weeks, years ? 

A. would say it was probably two or three 
months before this took place. 


Q. Do you have the original of this agree- 
ment which you have produced ? 

A. Well, let’s see if I have it. 1 brought with 
me everything I could find. 

@. Yes. 

A. Pertaining to this case, and I have got it 
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right in here. This was the contract that I had 

with 
@. No; Iam referring to this agreement pur- 

porting to be between yourself and the R. F. D. 
A. If it isn’t in here—I have all the papers 

that we have right here. If it is not in here, we 

haven't got it.”’ 


The witness further testified: This looks to me 
like this is a copy of it; the original was signed by 
me as President [330] of our Company; my best 
recollection is that Mr. H. B. Colwell as President 
and Mr. M. E. Dickman, as Secretary of the R. F. D. 
Discount Company signed the Agreement entered 
into on the 16th day of February, 1934. My best rec- 
ollection is that the original, or a duplicate original 
was delivered to the R. F. D. Discount Company. 

‘*Mr. Campbell: I will offer this as plaintiff’s 
Exhibit next in order in evidence. 

The Court: It may be received subject to 
the same objection as to all defendants as to the 
same ruling as to materiality, as to hearsay and 
as to being connected up.”’ 

(Thereupon said document was received in evi- 
dence, marked plaintiff’s Exhibit 110, which said 
document is separately certified pursuant to stipula- 
tion and order of Court.) 

‘‘Mr. Campbell: At this time I wish to ex- 
tract this from the file and offer as plaintiff’s 
Exhibit 111, receipt dated March 10, 1934; it 
purports to be a receipt in re loan No. 129, Reed 
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Bros., Tapley & Geiger, and signed J. Howard 
Edgerton. 
The Court: Same objection as to all defen- 
dants; same ruling.”’ 


(Said document was received in evidence and 
marked plaintiff’s Exhibit No. 111, which said ex- 
hibit is separately certified pursuant to stipulation 
and order of Court.) [831] 

‘‘Mr. Campbell: At this time, if your Honor 
please, I wish to read certain exhibits to the 
jury. 

First reading from plaintiff’s Exhibit 17. 

This is the order of the State Building and 
Loan Commissioner for the segregation of assets, 
and reading from Exhibit H, which assets were 
assigned to the First Security Deposit Corpor- 
ation, which Exhibit H consists of first deeds of 
trust to be transferred to the First Security 
Deposit Corporation, December 28, 1933. 

Item 129, Reed Bros., Tapley, Geiger and 
Company. Following this is a legal description 
of the property. Loan balance, 2-13-34, $43,- 
983.38. 

I also refer to plaintiff’s Exhibit 108, which 
is a deed of trust dated January 1, 1933, be- 
tween Reed Bros., Tapley, Geiger and Com- 
pany, formerly Reed Bros. Company, a Cali- 
fornia corporation, herein called trustor, J. L. 
Smale and J. L. MceSwiggen, of Los Angeles, 
California, hereinafter called trustee, and the 
Railway Mutual Building and Loan Association, 
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a corporation, herein called beneficiary.—I will 
not read the entire document. 

Such deed of trust is dated, for the purposes 
of securing a promissory note—it is evidenced 
by a promissory note, said note being Registry 
No. 129 of even date, executed by trustor to bene- 
ficiary for $45,852.01, which trust deed was exe- 
cuted by Reed Bros. , Tapley, Geiger and Com- 
pany, formerly Reed Bros. Company, a Cali- 
fornia corporation, by Myron W. Reed, presi- 
dent, by John W. T'apley, secretary. 

Reading now from plaintiff’s Exhibit 73, 
which are the minutes of the Special Meeting 
of the Executive Committee of the First Secur- 
ity Deposit Corporation, March 12, 1934: 


‘Present: Messrs. R. W. Starr 
KE. C. Thomas [332] 
J. Howard Edgerton 
J. L. Smale 
C. kk. Perkins 
C. E. Berry 
A. L. Johnson 
Miss Florence A. Long 
Absent: Mr. W. Seward Brayton.’ 
Reading a portion of such minutes appearing 
on the third page thereof : 
‘On motion duly made, seconded, and ear- 
ried, the following resolution was adopted: 
Whereas, The Reed Bros. Loan #129 has 
been in default on the books of the First 
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Security Deposit Corporation for approxi- 
mately eight months, and whereby a cash 
offer has been made to the Realty Deposit 
Co. in the amount of $17,800. which will 
enable the loan to be removed from the com- 
pany at a cash profit to the Realty Deposit 
Co. and with a substantial bond profit to 
the First Security Deposit Corp. and it ap- 
pearing to the best interests of the corpora- 
tion that this loan be sold, 

Now, Therefore, the Secretary is hereby 
authorized to continue negotiations and 
earry out all necessary procedure for the 
purpose of disposing of the Reed Bros. loan 
for $17,800, cash consideration, provided, 
however, that this amount of cash so re- 
ceived shall be used first for the purpose 
of repaying all bonds that have been bor- 
rowed for purpose of consummation of the 
escrow and the balance transferred to profit 
account of the Realty Deposit Co.’ [333] 


The minutes are signed ‘R. W. Starr, Chair- 
man, C. E. Perkins, Secretary.’ 

Reading now from plaintiff’s Exhibit 18, the 
minutes of March 21, 1934, being the minutes of 
the board of directors of the First Security De- 
posit Corporation: 
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‘The following directors were present: 
Messrs. R. W. Starr 
E. C. Thomas 
C. E. Berry 
C. E. Perkins 
A. R. Ireland 
Wm. Leffert 
W.S. Brayton. 


In addition to the directors, the following 
were present: 
Messrs. J. Howard Edgerton 
J. L. Smale 
Miss Florence A. Long 


The Secretary read the minutes of Janu- 
ary 17 and February 21, and special meet- 
ings of January 10, February 21, and 28, 
1934, which were approved as read. 

The Secretary also read the minutes of 
Executive Committee meetings of January 
12, 17, 18,23, 24, 29, 31, February 2, 5, 6, 7, 
13, 19, 26, March 3, 5, 6, 12, and 19, 1934, all 
of which were ratified.’ 


The minutes bear the signature of Dr. R. W. 
Starr, Chairman, and C. E. Perkins, Secretary. 
Reading now from plaintiff’s Exhibit 21, the 
minutes of the Board of Control of the Realty 

Deposit Company for March 12, 1934: [334] 
‘The meeting was called to order at 12:30 

P.M. by Dr. R. W. Starr, Chairman. 

All members of the Board of Control were 
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present, and in addition thereto the follow- 
ing persons were present: 
Mr. J. L. Smale 
Mr. C. E. Berry 
Mr. C. E. Perkins 
My. A. I. Ireland 
Mr. A. L. Johnson 
Miss Florence Long.’ 


I will not at this time refer to the stipulation 
as to the members of the Board of Control at 
that time, that having heretofore been read. 

‘On motion duly made, seconded and car- 
ried, the following Resolution was adopted : 

Whereas, the Reed Bros. Loan #129 has 
been in default on the books of the First Se- 
curity Deposit Corporation for approxi- 
mately eight months, and whereby a cash 
offer has been made to the Realty Deposit 
Co. in the amount of $17,800.00 which will 
enable the loan to be removed from the Com- 
pany at a cash profit to the Realty Deposit 
Co. and with a substantial bond profit to the 
First Security Deposit Corporation and it 
appearing to the best interests of the Cor- 
poration that this loan be sold 

Now, Therefore, the Secretary is hereby 
authorized to continue negotiations and 
carry out all necessary procedure for the 
purpose of disposing of the Reed Bros loan 
for $17,800.00 cash consideration provided, 
however, that this [835] amount of cash so 
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received shall be used first for the purpose 
of repaying all bonds that have been bor- 
rowed for the purpose of consummation of 
the escrow and the balance transferred to 
profit account of the Realty Deposit Co.’ 


The minutes are signed ‘Dr. R. W. Starr, 
Chairman, J. Howard Edgerton, Secretary.’ 
I will next read plaintiff’s Exhibit 110: 


‘AGREEMENT 


WHEREAS, the undersigned, Reed Bro- 
thers Co., a corporation, is the owner of the 
following described real property, to-wit: 

The S.E. 14 feet of Lot 6, Subdivision of 
Lot 4, Block 6, Bell’s Addition, as per Map 
recorded in Book 2, p. 626, Miscellaneous 
Records of Los Angeles County; the S.E. 65 
feet of N.W. 111 feet of Lot 2, Block 6, a 
portion of Bell’s Addition, and the N.W. 46 
feet of Lot 2, Block 6, a portion of Bell’s 
Addition, as per Map recorded in Book 32, 
p- 39, Miscellaneous Reeords of said 
County; said property being subject to a 
deed of trust held by the First Security De- 
posit Corporation, a corporation, upon 
which there is an unpaid balance of ap- 
proximately $44,000.00; and 

Whereas, the undersigned, R.F.D. Dis- 
count Company, a corporation, is the owner 
of certain bonds of the First Security De- 
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posit Corporation, and in a position to ex- 
change said bonds for a reconveyance of 
said deed of trust,— 

Now, therefore, it is mutually conven- 
anted and agreed, that in consideration of 
the sum of T'wenty-T'wo Thousand Dollars 
($22,000.00), said sum [336] to be deposited 
by said Reed Brothers Co. in escrow, under 
appropriate escrow instructions, with Title 
Guarantee & Trust Company, the under- 
signed R.F.D. Discount Company does here- 
by agree to deposit in said escrow for the 
use of said Reed Brothers Co. a reconvey- 
ance of said deed of trust. 

tt is Further Agreed, that: when an ap- 
propriate reconveyance of the deed of trust 
has been deposited in escrow to the credit of 
the Reed Brothers Co., the disposition of 
said $22,000.00 shall be disbursed by the 
R.F.D. Discount Company in any manner it 
may see fit. The written instructions of C. 
W. Twombly shall be sufficient authority for 
the escrow holder to disburse said funds on 
behalf of the R.F.D. Discount Company, 
said C. W. Twombly being authorized as 
the agent of said Discount Company for the 
purpose of this action to handle the funds 
herein. 

This Agreement shall be performed by all 
parties within thirty (30) days from date 
hereof, and may thereafter be terminated 
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at the option of either party by giving five 
(5) days’ written notice to the other. 
Dated this 16th day of February, 1934. 
Reed Brothers Co., a corporation 
By Myron W. Reed, President 
J. W. Tapley, Secretary 
R. F. D. Discount Company 
By H. B. Colwell, President 
M. E. Dickman, Secretary.’ 


The next document I desire to read is plain- 
tiff’s Exhibit [337] 111: 

‘Re: Loan #129—Reed Bros., Tapley, 
Geiger Co. I, the undersigned, acknowledge 
receipt of the loan papers covering Reed 
Bros., Tapley Geiger Co., Loan No. 129. 
Note in amount of $45,852.01. 

Deed of Trust dated January 1, 1983, se- 
curing same. 

Assigninent of Deed of Trust, First Secur- 
ity Deposit Corporation to Metropolitan 
Trust Company of California, unrecorded. 
Assignment of Deed of Trust, First Secur- 
ity Deposit Corporation to 
unrecorded. 

Beneficiary’s Policy of Title Insurance No. 
15572. 

These papers relate to and cover that por- 
tion of Lot 2, Block 6, of Bell’s Addition, 
in the City and County of Los Angeles, 
State of California, as per Map recorded in 
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Book 2, page 467, Miscellaneous Records of 
said County, described as follows: 
Beginning at a point in the northerly line 
of Washington Boulevard, formerly Wasb- 
ington Street, distant one hundred eighty- 
five (185) feet Westerly from the Southeast- 
erly corner of said lot; thence Westerly 
along the Northerly line of Washington 
Boulevard, formerly Washington Street. 
(Signed) J. Howard Edgerton. 
Dated: March 10, 1934.’ 


J will next read plaintiff’s Exhibit 104, a letter 
on the letterhead of the First Security Deposit 
Corporation, Los Angeles, California, March 8, 
1934: 

‘Metropolitan Trust Company 
530 West Sixth Street 
Los Angeles, California [338] 


Gentlemen: 
Attention: E. L. Robinson, Auditor 

Re: Loan #129—Reed Bros., Tapley, Gei- 
ger Co. We desire at this time to exercise our 
withdrawal privilege under the trust to 
withdraw Loan #129, amount $43,983.38, 
and ask that you execute the enclosed as- 
signment which is made out in blank as to 
assignee, and also, at this time hand you 
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collateral trust bonds for redemption aggre- 
gating $47,774.47. 
Very truly yours, 
First Security Deposit Corporation 
By (signed) E. C. Thomas 
Vice President 
Bv (signed) C. E. Perkins 
Secretary-Treasurer.’ 


Plaintiff’s Exhibit 103: 

Also on the letterhead of the First Security 
Deposit Corporation, Los Angeles, California, 
March 8, 1934: 


‘Metropolitan Trust Company 
530 West Sixth Street 
Los Angeles, Cahfornia 


Gentlemen: 

We hand you herewith for redemption 
the following bonds and certificates of the 
First Security Deposit Corporation: 


A-1046 A-1223 A-5103 A-2493 A-6973 


1047 1224 5131 20385 7018 
1048 1225 5199 6175 7085 
1049 1226 5200 6249 7094 
1050 1 eT o220 6307 3157 
1051 1298 2046 6312 3289 
[339] 
1066 1300 2110 6326 3290 
1107 1301 2187 6341 3384 
1115 1302 2ocg 6348 3386 
1196 13038 2253 6395 8184 
1197 1304 2256 6486 8221 
1218 1305 2268 6554 8222 
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1219 1306 2379 6590 8254 
1220 1307 2404 6592 
1221 1398 2405 6612 
1222 5101 2479 6656 
6737 


Very truly yours, 
(signed) C.E. PERKINS 
C. E. Perkins 
Secretary-Treasurer.’ ’’ [840] 


‘“Mr. Campbell: Reading now from the es- 
erow instructions produced here by the Title 
Guarantee & Trust Company, referring first to 
plaintiff’s Exhibit 101, addressed: 


‘Title Guarantee & Trust Company: 
Los Angeles, California, 
January 20, 1934. 

I will hand you a trust deed and note exe- 
cuted by Reed Bros. Company, a corporation 
to Inglewood Park Cemetery Association, a 
corporation, on the following described 
property.’ 


Then follows a long property description. 
‘Above mentioned trust deed to file to se- 
cure a note for $22,000, dated January 19, 
1934, with interest accruing from date of 
note at the rate of 7 per cent per annum 
payable at Los Angeles, California; princi- 
pal and interest payable in monthly install- 


b) 


ments 


And so on. Then follows some printed matter 
which I will not read. Signed ‘Reed Bros. Com- 
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pany, by M. W. Reed, J. W. Tapley, 721 West 
Washington Boulevard.’ 
Plaintiff’s Exhibit 99, escrow instructions, 
dated March 12th, 1934, reads as follows: 
‘Title Guarantee & Trust Company. 

PAY $22,000 net, as demanded for recon- 
veyance of trust deed and release of chattel 
mortgage. Pay charge for Realty Tax & 
Service Company’s form ‘‘B’’ follow-up 
service for 10 years.’ 


There followed instructions here, signed ‘Reed 
Brothers Co., by M. W. Reed.’ 

Plaintiff’s Exhibit No. 95, escrow instructions, 
addressed to Title Guarantee & Trust Company, 
Escrow Department, 5th and Hill Streets, Los 
Angeles, and dated March 10, 1934. [841] 

‘Escrow instructions in re: Reed Bros. 
Escrow. 

Gentlemen: 

We hand you herewith the following de- 
scribed instruments: 

1. Promissory note dated January 3], 
1933, in the principal amount of $45,852.01, 
payable to the Railway Mutual Building & 
Loan Association, and signed by Reed 
Bros.-Tapley-Geiger Company. 

2. Deed of trust dated January 1, 1933, 
Reed Bros. Tapley-Geiger Co., trustor, J. L. 
Smale and J. L. MeSwiggen, trustee, the 
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Railway Mutual Building & Loan Associa- 
tion, beneficiary. 

3. Assignment of deed of trust from 
Metropolitan Trust Company to Reed 
Bros.-Tapley-Geiger Company. 

4. Assignment of deed of trust from 
Metropolitan Trust Company to First 
Security Deposit Corporation. 

5. Assignment of deed of trust in 
blank from First Security Deposit Cor- 
poration. 

6. Beneficiary’s policy of Title Insur- 
ance in the principal amount of $45,853.00, 
from National Title Insurance Company, 
on the following described real property.’ 


There follows a property description which 
I shall not read. 
‘You are authorized to use these in the 
escrow when you hold for delivery to Mr. 
C. W. Twombly, the sum of $22,000 in cash. 
Signed R. F. D. DISCOUNT 
COMPANY, 
a corporation, 
By M. EB. DICKMAN, 
Seeretary.’ [342] 


Mr. Campbell: Plaintiff’s Exhibit No. 96: 
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‘To the Guarantee Title & Trust Company, 
Escrow Department, 

Fifth and Hill Streets, 

Los Angeles. 

Escrow Department: 


In re: Reed Brothers Escrow— 


SUPPLEMENTAL ESCROW 
INSTRUCTIONS. 


Gentlemen: 

On Saturday, March 10, 1934, you were 
handed a promissory note, a deed of trust, 
an assignment of deed trust from Metro- 
politan Trust Co. to Reed Bros., an assign- 
ment of deed of trust from Metropolitan 
Trust Co. to First Security Deposit Cor- 
poration, and an assignment of deed of trust 
in blank from First Security Deposit Cor- 
poration. 

We herewith hand you a request for a full 
reconveyance, properly executed by the 
First Security Deposit Corporation, and 
you may use the same under the terms and 
provisions of the Escrow Instructions 
handed you on March 10, 1934. 

We ask that you kindly return to bearer 
the assignment of deed of trust in blank 
which has been heretofore handed you, as 
said assignment in blank is of no use to said 
escrow. 
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Dated this 12th day of March, 1934. 
R. F. D. DISCOUNT 
COMPANY, 
a corporation, 
By (Signed) M. E. DICKMAN.’ 


And on the lower left-hand corner written in 
pencil are the words: ‘Read, March 12, ’34. J. H. 
Edgerton.’ [343] 

Plaintiff’s Exhibit 97, Escrow Instructions 
dated the 16th day of March, 1933: 


‘Title Guarantee & Trust Company 
Escrow Department 
Fifth & Hill Streets, 
Los Angeles. 
In re: Reed Bros. Escrow 


Gentlemen: 

We hand you herewith a Grant Deed 
from The Railway Mutual Building and 
Loan Association to the First Security De- 
posit Corporation, a corporation, as to a 
portion of Lot A, Tract 6618, of a cemetery 
lot in Valhalla Memorial Park. 

We hand you herewith also, a Grant Deed 
from First Security Deposit Corporation, 
a corporation, to Reed Bros.-Tapley-Geiger 
Co., respecting the same lot. 

You are authorized to use these instruc- 
tions in consummating the escrow instruc- 
tions heretofore given you by the under- 
signed company. 
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You are also authorized to use the com- 
mon stock and release of chattel mortgage, 
heretofore handed you for the purpose of 
consummating this escrow, in accordance 
with our instructions heretofore given you. 
In other words, all of these instruments may 
be used by you when you hold for delivery 
to C. W. Twombly the sum of $22,000.00. 

Dated this 16th day of March, 1933. 

R. F. D. DISCOUNT 
COMPANY, 
a corporation, 
By M. E. DICKMAN, 
Secretary.’ [844] 


The next one, Plaintiff’s Exhibit 98, upon the 
letterhead of the First Security Deposit Cor- 
poration, Los Angeles, California, March 12, 
1934: 

‘Title Guarantee and Trust Company 
dth and Hill Streets 
Los Angeles, California 


Gentlemen: 

Re: Reed Bros. Escrow 

You have been handed by the R. F. D. 
Discount Company a promissory note, deed 
of trust, policy of title insurance, two 
assignments of deed of trust, and request 
for full reconveyance. 

You are hereby authorized by this cor- 
‘poration to use said instruments in accord- 
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ance with escrow instructions heretofore 
handed you and to be hereafter handed by 
the R. F. D. Discount Company, a corpora- 
tion. 
Very truly yours, 
FIRST SECURITY 
DEPOSIT COR- 
PORATION 
By (Signed) ED. C. THOMAS 
Vice President 
(Signed) C. EK. PERKINS 
Secretary-Treasurer.’ 


PLAINTIFF’S EXHIBIT 109: 


‘Full Reconveyance 
Register No. 35 


J. L. Smale and J. L. MeSwiggen, Trus- 
tees under that certain Deed of Trust 
executed by Reed Bros.-Tapley-Geiger Co. 
formerly Reed Bros Co., a California cor- 
poration, as Trustor, dated January 1, 1933 
and recorded April 13, 1933 in Book 12119, 
Page 169 of Official Records of Los Angeles 
County, [345] California, having been duly 
and legally requested in writing by the 
owner and holder of the obligation secured 
by said Deed of Trust, to reconvey and re- 
lease the whole of the estate derived by said 
Trustee under said Deed of Trust, in con- 
sideration of One Dollar, receipt whereof 
is hereby acknowledged, Does Hereby 
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Remise, Release, Quitclaim and Reconvey 
unto the person or persons legally entitled 
thereto, but without warranty, all the 
estate, title and interest acquired by said 
Trustee under the above mentioned Deed of 
Trust in and to the property therein granted 
and conveyed. 

In Witness Whereof, said J. L. Smale 
and J. L. MeSwiggen, as Trustees, have 
subscribed their names, this 15th day of 
March ,1934. 

(Signed) J. L. SMALE 
J. L. SMALE 
(Signed) J. L. MeSWIGGEN 
J. L. MeSWIGGEN 


State of California 
County of Los Angeles—ss. 


On this 15th day of March, 1934, before 
me, the undersigned, a Notary Public in and 
for said County, personally appeared J. L. 
Smale, and J. L. MeSwiggen, Trustees, 
known to me to be the persons whose names 
are subscribed to the within instrument, and 
acknowledged that they executed the same 
as such 'T'rustees. 

Witness my hand and official seal. 

(Signed) VIVIAN E. HOWATT 
Notary Public in and for said County and 
State.’ [346] 
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Plaintiff’s Exhibit 102 which is a record of 
receipts and disbursements of the Title Guar- 
antee and Trust Company, Escrow No. 965985, 
showing receipt deposited by Reed Bros., Tap- 
ley, Geiger and Company, being a check on the 
First Security National Bank, Figueroa and 
Adams, to the Title Guarantee and Trust Com- 
pany, January 23, 1934, in the amount of 
$35.00. 

Deposited by Inglewood Park Cemetery As- 
sociation, check on Security First National 
Bank of Los Angeles, Guarantee office, Title 
Guarantee and Trust Company, March 19, 1934, 
in the amount of $22,000. 

Check deposited by Reed Bros. and Com- 
pany, check on Security First National Bank, 
Figueroa and Adams Branch, to Title Guar- 
antee and Trust Company, Mareh 20, 1934, in 
the amount of $155.00. 

Total receipts of $22,190. 

Disbursements to the Title Guarantee and 
Trust Company on March 26, 1934, $126.82. 

To the Bureau of Street Assessments, March 
26, 1934, $53.12. 

Paid to ©. W. Twombly, March 26, 1934, 
$22,000. 

Paid to Reed Bros. Company, March 26, 
1934, $7.56. 

Paid to J. L. Smale and J. L. MeSwiggen, 
Trustees, March 26, 1934, $2.50. 

Making a total disbursements of $22,190. 
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Plaintiff’s Exhibit 100 is a check on the Title 
Guarantee and Trust Company, No. 32591, 
dated Los Angeles, California, March 26, 1934, 
Pay to the order to C. W. Twombly, $22,000, 
drawn on the Sixth and Spring Street office 
of the Security First National Bank of Los 
Angeles, signed Title Guarantee and Trust 
Company, by E. W.—it is a typical banker’s 
signature, which I cannot decipher, your 
Honor— [347] vice president and from the 
escrow funds account. 

It is endorsed by C. W. Twombly, with an 
identification stamp identifving the signature 
of C. W. Twombly and his second endorsement, 
C. W. Twombly, and bearing the perforation 
of March 26, 1934. 

Plaintiff’s Exhibit 105, a cashier’s check, 
drawn on the Sixth and Spring office of the 
Security First National Bank of Los Angeles, 
1934, No. 171512, ‘Pay to the order of J. How- 
ard Edgerton, $1,000,’ signed ‘W. B. Colwell, 
authorized signature,’ and endorsed on the rear 
thereof, ‘J. Howard Edgerton,’ and showing 
perforations of March 27, 1934. 

Plaintiff’s Exhibit 106, cashier’s check, 
drawn on the Sixth and Spring office, Security 
First National Bank, Mareh 26, 1934, ‘Pay to 
the order of R.F.D. Discount Company, a cor- 
poration, $3,200,’ signed, ‘W. B. Colwell, au- 
thorized signature,’ and bearing the endorse- 
ment, ‘R.F.D. Discount Company, a corpora- 
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tion, M. E. Dickman, secretary,’ and bearing 
the perforation of March 27, 1934. 

Plaintiff’s Exhibit 107, cashier’s check, 
drawn on the Sixth and Spring office, Security 
First National Bank of Los Angeles, March 26, 
1934, No. 171514, ‘Pay to the order of Realty 
Deposit Company, $17,800,’ signed ‘Ww. B. Col- 
well, authorized signature, ‘bearing on the re- 
verse the deposit stamp, ‘Pay to the order of 
Bank of America National Trust & Savings 
Association, Realty Deposit Company, and 
bearing the cancelation perforation of March 
27, 1934. 

I also wish to read one further exhibit. I 
wish to read from plaintiff’s Exhibit 24, which 
has heretofore been identified as one of the 
books and records of the First Security De- 
posit Corporation, reading an item appearing 
on page 25 of the journal, and being the first 
item appearing on such page, the date April 15, 
1934, "Profit and loss on [348] loans receivable, 
Escrow No. 6, Reed Bros., to transfer loss on 
sale of Reed Bros. No. 129 to profit and loss 
account, loss was taken on sale of this property 
for $17,800 cash in order to avoid having it 
become real estate,’ and showing the loss of 
$26,138.00. 

The Court: Were those words ‘showing the 
loss’ yours or were they in the book? 

Mr. Campbell: No; I was reading an item 
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of the book, the book item is $26,188 and the 
odd cents, which I referred to.’’ [849] 


Cross Examination of the Witness, 
Myron W. Reed, 
By Mr. Lawson: 

The witness further testified: I don’t think the 
Deed of Trust dated January 1, 1933, plaintiff’s 
Exhibit 108 was a renewal of a previous Deed of 
Trust. We had another Trust Deed before this 
one of January 1, 1933, on our property. 

‘““Mr. Campbell: JI was going to say I will 
stipulate that the Reed Bros. Company had had 
loans over a long period of time from the Rail- 
way Mutual Building and Loan, if that will 
save you time, and then you can develop the 
amounts if you care to do so. 

Mr. Lawson: Then, as I understand, it will 
be stipulated that this is what we term a re- 
newal deed of trust. 

Mr. Campbell: Well, I will stipulate that 
that replaced a former obligation on the same 
property, which obligation was owned by the 
Railway Mutual Building and Loan Associa- 
tion.”’ 


The witness further testified: There was no cash 
advanced to me or to my Company on this renewal 
deed of trust. 

‘*Q. Do you have records showing the ex- 
tent to which you were in default under the 
terms of this deed of trust? On account of in- 
terest, principal payment, taxes? 
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A. No, I haven’t that record but I know 
there was a number of months that we hadn al 
paid—I think we paid interest part of the time 
and towards the last we didn’t pay anything, 
interest or principal, for the last month or two. 

Q. Mr. Reed, in that conversation which 
you have stated was on or about February of 
1934, will you please state now all that you can 
recall that was said either by you or by Mr. 
Edgerton, in substance, [350] not the exact 
words, we don’t expect that, but just give us 
the full conversation as you recall. 

A. Well, previous to this I had had an offer 
to reduce the loan from $44,000 to $22,000 by 
another party, and that party did not fulfill 
his promise and the contract ran out. I told 
Mr. Edgerton about it, and he told me that he 
thought that maybe this new company could do 
the same thing for us, and I said, ‘Well, that 
is fine.’ And we entered into a contract with 
the same proposal as I had in the first place.”’ 


Cross Examination 
By Mr. Irwin: 

The witness further testified: The $22,000 which 
we paid into the escrow was borrowed by my Com- 
pany in turn from Inglewood Park Cemetery As- 
sociation; they loaned us the $22,000 and took a 
trust deed back themselves for repayment against 
that property. 

The witness further testified: That he did not 
have the note of which the trust deed dated Jan- 
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uary 1, 1933, was given. That the monthly pay- 
ments required under the note were $735.00 a month. 
We were in default for the greater part of that, 
except for whatever interest we paid for the eight 
months up until the time of the deal. 

“The Court: Now, gentlemen, do you under- 
stand this deal? Do you understand what he 
meant when he said he reduced this $22.000? 
(Jury assent). 

(hat is alll.” 

Thereupon plaintiff read its Exhibit No. 104 
to the Jury: [351] 


‘* “Metropolitan Trust Company 
530 West Sixth Street 
Los Angeles, California 


Gentlemen : 

Attention: KE. L. Robinson, Auditor. 
Re: Loan #129—Reed S5Bros., Tapley, 
Geiger Co. We desire at this time to exer- 
cise our withdrawal privilege under the 
trust to withdraw Loan #129, amount 
$43,983.38, and ask that you execute the 
enclosed assignment which is made out in 
blank as to assignee, and also, at this time 
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hand you collateral trust bonds for redemp- 
tion aggregating $47,774.47. 
Very truly yours, 
FIRST SECURITY DEPOSIT 
CORPORATION 
by (signed) E. C. THOMAS 
Vice President. 
by (signed) C. E. PERKINS, 
Secretary-Treas.’ 


Mr. Campbell: It will be stipulated that the 
$47,774.47 refers to the face of the collateral 
trust bonds which were turned over to the 
Metropolitan Trust Company, and that such 
amount was turned over to them pursuant to 
the provisions of the trust agreement which, 
as of that date, provided that 110 per cent of 
the book value of any asset withdrawn from the 
trust must be deposited with the trust deed. 

Mr. Lawson: That is right. That explains 
the difference between the $47,000 and the 
$44,000. 

Mr. Campbell: The face principal amount; 
yes. And the trust agreement provided that 
110 per cent of the fact principal amount of 
the asset withdrawn should be deposited.’’ [852] 


Whereupon plaintiff offered in evidence several 
documents from the files of the records of the In- 
vestment Finance Company, which said documents 
were received in evidence and marked plaintiff’s 
Exhibits 170 to 177 inclusive, over the objection that 
the same was immaterial, irrelevant and hearsay 
and an exception noted. 
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‘“Mr. Campbell: At this time I wish to read 
these documents. 


PLAINTIFF’S EXHIBIY Wie 


‘November 16th, 1937 
Bonds purchased to date: 

198 bonds Face Value $59,376.74 
Certificates: 132 

1109 shares Preferred—Par Value $22,- 
180.00 at approximately $2.10 per share. 
Face Value of Bonds now outstanding: 

There are many small items which can 
be purchased later at approximately eighty 
cents (80c). 

Also, several blocks of bonds due Novem- 
ber 1, 1937, which I believe can be pur- 
chased when deemed advisable, at approxi- 
mately eighty cents plus interest accrued to 
November 1, 1937—on full paid bonds... 

Such as: 

Sidney James Hayball, Re- 

donde Bech $4,298.59 
Thomas W. Burt, Long Beach 3,100.00 
Martha Crippen, Los Angeles .. 2,000.00 


$9,398.59 
Harry Ramsey, 219 South Grand Ave- 
nue, Los Angeles, Full paid bond $200.00— 
says he will take 80. 
There are a few small bonds and cer- 
tificates of Preferred, which have been lost 
or destroyed. 


vs. United States of America 507 


One small bond, $14.83, name husband 
and wife; [353] former landlady advises 
husband is in jail and wife in Patton. 

You requested that I advise you of the 
bonds purchased, amount full paid and 
amount accumulative ... This information 
I do not have, but presume Miss Long can 
furnish same. 

Cab.’ 


PLAINTIFF’S EXHIBIT No. 171: 
December 15, 1937 
PURCHASED TO DATE 


232 Bonds—Par $65,569.04 At $46.036.30. 
144 Certificates of Preferred totalling 1185 
shares. 

He CGN PLN Og Mee alee Aen tO $23,700.00 


O 


PeAtN Tie Ss EX HIBEL No, 172: 
“Jem 16 — 38. 
SECURITIES PURCHASED TO DATE 


Present Statement 
294 bonds—Total Face Value $75,042.74 
One month ago 
232 bonds—Total Face Value 65,069.04 
Increase 
22 Bonds Value $ 9,473.70 
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Present Statement 162 Certificates Pre- 
ferred Stock totaling: 
1403 Shares—Pare Value $28,600.00 
One Month Ago: 144 Certificates Preferred 
Stock totaling: 
1185 Shares—Par Value $23,700.00 


Increase of: 
18 Certificates—Par Value $4,900.00’ 


PLAINTIFF’S EXHIBIT No. 173: 


‘January 18th, 1938 
Board of Directors [354] 
Investment Finance Company 
415 South LaBrea Avenue 
Los Angeles, California 


Gentlemen: 

For the purpose of considering the next 
advisable step in liquidation of Bonds, per- 
mit me to express my views— 

1. If you should decide to lower the 
bid, due to readjustment of asset value 
necessitated by the recent slump in the 
Real Estate market, I feel confident that 
many holders who have watched the value 
of their securities slowly improve, and who 
are waiting for a slightly higher price, 
would promptly become interested in nego- 
tiating for sale. 

2. A raise in price would also bring in 
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a certain number of securities, though it 
would confirm in the minds of many who 
have been waiting for higher prices the 
advisability of continuing to wait. 

3. There are many small items which 
could be picked up if I were authorized to 
purchase them as advantageously as pos- 
sible up to ninety cents or even par on very 
small ones. 

Suggest par up to $50.00, and ninety 
eents up to $100.00. I believe this should 
perhaps be the first move. I am not con- 
cerned that this would complicate matters. 
To those persons it could be explained the 
cost of auditing and bookkeeping on these 
small items is a loss and therefore, though 
paying a premium, felt it good business in 
order to reduce overhead. 

I might add, in my opinion, if a letter 
were [355] sent out identical with the one 
approved by your committee contaming a 
total based at sixty-five cents, it would 
close a good percentage of those who are 
waiting. 

Yours very truly, 
(Signed) C. L. CRONK 
C. L. CRONK.’ 
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‘Report of C. L. Cronk 
March 16, 1938 


288 Bonds purchased to date— 


Pat Valie?. eee $87,093.96 
271 Bonds—last meeting— 

Par Velie eee 80,282.54 

Increase 17 “Bonds ee $ 7,621.42 
195 Certificates Preferred— 

1756 Shares—Par Value .......... $35,120.00 


187 Certificates Preferred—Last 
Meeting 1694 Shares— 


Par Valier ee 33,880.00 
8 Certificates— 
62 shares increase ............-.--.- $ 1,240.00 


For your information, we have still out- 
standing 70 Bonds ranging in face value 
from eighty-seven cents to ten dollars. 
Approximately ten of these small bonds are 
either lost or have been destroyed. It is 
unfortunate that some way cannot be pro- 
vised to issue duplicates for these small 
items without expense of Indemnity Bond, 
which is a minimum of $5.00. 

I would recommend purchase of these 
seventy bonds at price obtainable. 

(Signed) C. L. CRONK. 

C. L. CRONK.’ [856] 
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PLAINTIFF’S EXHIBIT 175 
‘April 20th, 1938. 


Report on Securities. 
Purchase to date: 


299 Bonds Par $95,598.80 
206 Certificates Par $37,040.00 
Comment: 


TI feel that we have reached the point 
where it is advisable to map out a definite, 
more adaptable and new plan of procedure. 

Respectfully submitted, 

(Sgd) C. L. CRONK. 

C. L. Cronk.’ 


PLAINTIFF’S EXHIBIT 176 


‘May 18, 1938 
Purchased to date: 
307 Bonds Par Value $97,031.89 
213 Certificates Preferred— 

Total 1952 shares—Par Value 39,040.00 
Information furnished by Miss Long show 
outstanding : 

104 Bonds ranging from 87¢ to $25.00 
33 Bonds ranging from $25.00 to $50.00 
13 Bonds ranging from $50.00 to $75.00 
16 Bonds ranging from $75.00 to $100.00 
166 Bonds ranging from 87e¢ to $100.00 
24 Bonds aggregating $25,578.58 — due 
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Novernber 1, 1937. 

RE: Bond No. A-1514 in the amount of 
$2,000.00, due November i, 1937—held by 
Martha Crippen— 

Have talked with her son, Mr. Bruce, 
Attorney for Metropolitan Water District 
and believe I can [357] pick this up Friday 
morning at 75c. 

This, however, is better than we can do 
on most 1937 maturities, but feel we should 
purchase 1937’s at the best price obtain- 
able. 

I think it possible to deal with some of 
the larger holders in some manner satis- 
factory to both parties. For instance: 

Mr. A has $10,000.00 in Bonds— 

Now, Mr. A, we are anxious to finish 
this liquidation as soon as possible and I 
believe I can secure for you 75c¢ in cash 
on the dollar, or if you would like to ex- 
change for some good mortgages we might 
be able to negotiate with the First Security 
Deposit Corporation on this basis at 80e, 
and if you do not wish to take the mort- 
gages, we can perhaps get the California 
Federal to take same and issue you 4% 
certificates. 

C. L. C. (Signed) 
C. L. Cronk.’ 
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‘C. L. Cronk—Report 
October 19, 1938. 
Purchased to Date: 


380 Bonds— Par $131,289.59 
371 Bonds—last report—Par 127,505.72 

9 Increase $ 3,783.87 
258 Certificates Pfd.—2,568 

shares Par $ 51,360.00 
247 Cert. last report—2,345 

shares Par 46,900.00 


11 Increase 223 shares $ 4,460.00 
C. F. Crickelair—$2,128.24—27 

shares Preferred. 

Finally contacted him personally. Doesn’t 
need money so will hold securities. [358] 
Harry H. Burkholder—$1400.00, $17.06, 

$391.22, and five shares Preferred. 
Pearl E. Burkholder—$1400.00, $17.07, 

$391.22, $2200.00, $26.42 and five shares 

Preferred. 

Have gone to 85 with them. Harry 
Burkholder is represented by Atty. Sny- 
der. Mrs. Burkholder by Atty. LEvarts, 
604 Van Nuys Bildg. Apparently they 
have gotten together. Evarts says Mrs. 
Burkholder doesn’t need money but will 
sell at 90 and I ean pick up the bonds at 
any time. Otherwise, she will hold them. 
This would mean that we would have to 
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pay Harry Burkholder 90 also. Shall we 
pick them up or not. I will call Mr. Ed- 
gerton Thursday from downtown for an- 
swer. 

L. H. Bidleman — $14,664.82 and 178 
shares Preferred. 

Have personally advised him that I am 
finishing my work as quickly as possible. 
Have given him until November Ist but he 
is waiting until he returns to Long Beach, 
Jan. Ist. 

Peter C. Clausen,—$289.69 and seven 
shares Preferred. 

Not at present price—quoted 75. 

Rose H. Condley — $335.51 and four 
shares Preferred. 

Made final call here. . . 80. Says she 
will talk it over with her son-in-law and let 
me know. 

George O. Evenson — $800.00 and ten 
shares Preferred. 

Will get this one next week. 

C. F. Ganther—$1180.21 and 10 shares 
Preferred. Called last Sunday. He is to 
let me know [359] in a few days. 

Harold Johnson, Santa Barbara . . . 
$940.49. 

Wrote me that he has decided to hold 
same. 

Mis. A. H. Koch—$2000.00, $2305.72 and 
54 shares Preferred. Looks favorable 
allowing 1.00 for 37 maturity. Am to eall 
back next Sunday. 
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C. B. Nelson—$6150.00 and 24 shares 
Preferred. Deal on again through Jeffers. 
Think will put it over this time. 

Tom D. Nelson—$942.55 and 22 shares 
Preferred. Domestic trouble—unable to 
get wife to sign as yet. 

Thomas O’Brien—$2000.00. 

Have gone to 85 with him. He is to 
phone my home the first evening he is not 
working. 

Gussie Parker—$2896.25 and 27 shares 
Preferred. Working now at Huntington 
Hotel, Pasadena. Can make deal as soon 
as we can contact. 

John Patchett — $236.39 and 3 shares 
Preferred. Called Sunday. He agreed to 
bring securities in but his wife backed out. 
Will have to see them again. 

H. L. Raley—says he will be in to see 
Mr. Edgerton. 

Minis veport 1s rather hurried. I have 
talked with Mr. Edgerton. Don’t know as 
yet just when I have to be in Washington 
—perhaps not until December Ist now. 
There is time enough to make a final drive 
as far as my work is concerned, on the en- 
tire list. I would like to have the new 
letter approved so that I can start Friday 
morning. 

As mentioned heretofore, would like to 
pick [3860] up the Burkholder securities, 
though I feel I am being pressed—but, we 


O16 


J. Howard Edgerton, et al., 


should not let that interfere with the smart 
thing to do, which is, as I see it now, to 
vet in all we can. . 

Respectfully submitted, 

Cc. L. CRONK.’ [361] 


Thereupon the court made the following 
statement : 

‘“The Court: I think the thing is for a law- 
yer to protect his record and then he ean de- 
termine that later, but I think we have got the 
record protected here. If there was any time 
that I thought it wasn’t, I tried to call your 
attention to it. I might say, in that regard, 
that when I have said to you the same ruling 
would apply, I mean that that carries with it 
the exception that has been running through 
here.”’ 

Thereupon the following proceedings were 
had: 

‘‘Mr. Campbell: There has been prepared 
during the interval a chart based upon the 
stipulation which has heretofore read into evi- 
dence as to the corporate structure of the First 
Security Deposit Corporation and the Invest- 
ment Finance Company, together with the offi- 
cial positions occupied by each of the defend- 
ents in those two companies, with the date 
which they occupied those positions. 

The matters set forth there, being identical 
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with those contained in the stipulation. I ask 
at this time to have these charts received in 
evidence as plaintiff’s Exhibits next in order, 
in order that they may remain in the court 
room. 

The Court: There being no objection, they 
may be received in evidence. 

Mr. Irwin: No objection other than the ob- 
jection that went to the evidence itself. There 
is no objection to them as exhibits. 

Mr. Boller: We make the same objection 
that has been running right through. 

The Court: Yes, the objections made origin- 
ally [862] when the stipulation was prepared 
will run through here.”’ 


(Said documents were received in evidence and 
marked plaintiff’s Exhibits 178 and 179 respectively. 
Said Exhibits are separately certified pursuant to 
stipulation and order of Court.) 


CLARENCE M. BRUCH, 


recalled as a witness on behalf of the plaintiff, hav- 
ing been previously duly sworn, testified further as 
follows: 


““Q. Now I will ask you, Mr. Bruee, if you 
have examined the books of account of the First 
Security Deposit Corporation which have here- 
tofore been placed in evidence and whieh books 
are as follows: Plaintiff’s Exhibit 22, journal 
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and check register of the First Security De- 
posit Corporation; Plaintiff’s Exhibit 23, jour- 
nal and check register of the First Security 
Deposit Corporation; Plaintiff’s Exhibit 24, 
cash records, check records, journal and bond 
register of the First Security Deposit Corpor- 
ation; Plaintiff’s Exhibit 25, cash receipt jour- 
nal of the First Security Deposit Corporation ; 
Plaintiff’s Exhibit 26, conversion ledger and 
bond register of the First Security Deposit 
Corporation; Plaintiff’s Exhibit 27, record of 
elosed accounts, loan repayments of the First 
Security Deposit Corporation; Plaintiff’s Ex- 
hibit 28, real estate ledger of the First Security 
Deposit Corporation; Plaintiff’s Exhibit 29, 
general ledger of the First Security Deposit 
Corporation; plaintiff’s Exhibit 30, general 
ledger of the Realty Department of the First 
Security Deposit Corporation; plaintiff’s Ex- 
hibit 31, a stock ledger of Class A and B pre- 
ferred, and Class C common stock of the First 
Security Deposit Corporation ; [363] Plaintiff’s 
Exhibit 32, transfer binder for A and B pre- 
ferred stock and Class C of the First Security 
Deposit Corporation; and Plaintiff’s Exhibit 
33, binder of purchase invoices of the Realty 
Deposit Company between the dates of Novem- 
ber J, 1933, and November 10, 1936, and I will 
ask you if you have examined each of such ex- 
hibits ? A. Yes, I have. 

Q. Now, in making such examination have 
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you examined the entries made in such books 
and drawn summaries therefrom? 

A. Yes, sir. 

Q. And in that connection I will ask you if 
you have made an examination of such books 
of the First Security Deposit Corporation for 
the purpose of ascertaining the number and face 
amounts of bonds of the First Security Deposit 
Corporation acquired or required such corpora- 
tion at large? A. Yes, sir. 

Mr. Irwm: May I make this inquiry, may 
it please the Court: All these exhibits were re- 
ceived subject to a motion to strike. I just 
want to be sure, Your Honor, but I won’t be 
delinquent. If I apprehended the Court’s rul- 
ine, there shouldn’t be a motion made at this 
time to strike any of those exhibits because of 
any lack of foundation. That all goes at the 
end of the Government’s case. Am I correct 
in that? 

The Court: That is correct. You won’t be 
Waiving your right. 

Mr. Irwin: That is right. If the founda- 
tion has not been laid, wherever the objection 
so appears, and that it need not be renewed, 
and the motion need not be made at this time. 

[364] 

The Court: That is correct. It may be re- 

served until the end of the Government’s case.”’ 


The witness further testified: That based upon 
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such examinations, I have determined the face 
amounts of the bonds, that is the principal amount, 
by vears acquired by First Security Deposit Cor- 
poration. I have determined the face amount or 
principal amount of bonds acquired at a discount 
by such corporation. I have ascertained the amount 
paid by such corporation for such discounted bonds. 
I have ascertained the average amount paid for 
such discounted bonds. I have ascertained from 
the books and records that you outlined to me, the 
face or principal amount of bonds received by the 
First Security Deposit Corporation on loans or es- 
crows. I have ascertained the face amount of bonds 
paid off at 100% by such corporation. I have also 
ascertained from such accounts the principal 
amount of bonds acquired from the Investment Fi- 
nance Company. I have ascertained which bonds 
were acquired from Investment Finance Company 
at cost to Investment Finance Company. I have 
ascertained the quantity of bonds received by the 
First Security Deposit Corporation from the In- 
vestment Finance Company in exchange for real 
property. I have ascertained the principal amount 
of bonds received by the First Security Deposit 
Corporation in exchange for first trust deeds be- 
longing to the First Security Deposit Corporation. 
T have ascertained the principal amount of bonds 
of the First Security Deposit Corporation received 
by that corporation from the Investment Finance 
Company and applied on the principal or interest 
of debts owing to the First Security Deposit Cor- 
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poration from the Investment Finance Company. 
I have ascertained what interest was added to the 
principal amount of such bonds and credited to the 
account of Investment Finance Company by First 
Security Deposit Corporation. I have summarized 
the figures of each of those accounts by years. [365] 


““Q. Will you state by years the principal 
amount of bonds acquired by First Security De- 
posit Corporation, segregating those amounts 
into first, the total face of bonds acquired, the 
total amount of bonds discounted; first, as to 
the face, or principal amount; secondly, as to 
the amount paid for such discounted bonds; 
thirdly, as to the average rate paid; stating the 
face amount of bonds received on loans or 
escrows; stating in addition the bonds paid off 
by First Security at 100 per cent during the 
course of such year and during such periods 
or years as bonds were acquired from the In- 
vestment Finance Company; stating the figure 
or price at which received; stating whether or 
not they were received in exchange for real 
estate, in exchange for trust deed, or applied 
on principal or interest on debts owing from 
the Investment Finance Company to the First 
Security Deposit Corporation; and stating in 
addition thereto any interest added to the face 
amount of such bonds and allowed to Invest- 
ment Finance Company. 

Mr. Lawson: Your Honor, it is rather a 
long question to anticipate every part of it. 
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There is no objection, of course, to the face 
amount of the face of the bonds acquired, nor 
as to the statement of the amount by years. 
There is an objection to the statement of any 
amounts acquired at discounts unless the dis- 
count is with reference to the market prices. 
That is a discount below the market prices as 
alleged in the indictment. The same would 
apply to the average amount of discounts, un- 
less the average amount of discounts would be 
those discounts below the market price or 
prices; not within the issues of the case; it is 
immaterial. 

The Court: Read the question. [366] 

(The guestion referred to was read by the 
reporter. ) 
t € +t ¥* € * % 

Mr. Lawson: ‘The objection is that any 
statement by this witness or any evidence re- 
lative to discounts or any related matters in- 
volving discounts is immaterial and incom- 
petent, and not within the issues of this ease 
unless it be shown that the discount or dis- 
counts were below the market prices as referred 
to in the indictment, and particularly on page 
4, the third paragraph from the top; that 1s, 
unless it be’ shown that the discount was from 
the market price, that it has no place within the 
issues of this place in any Count of the indict- 
ment. Any other discount is not alleged as 
part of any scheme. 
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Mr. Campbell: Possibly there is some ¢on- 
fusion in the use of the word ‘discount.’ My 
use of the word in the question to the witness 
is as to the difference between the price paid 
as disclosed by the books and the face amount 
of the securities, and I will reframe my ques- 
tions so that that word is eliminated and 1n con- 
nection with the indictment which alleges that 
the defendants did depress and cause to be de- ' 
pressed the market price of the said securities 
of the First Security Deposit Corporation so 
that the defendants might and did acquire the 
same from the persons intended to be defrauded 
at prices greatly reduced from the par value 
thereof. 

This evidence 1s going to the acquisition at 
a price less than the par value thereof, and not 
as to the first portion as to their actua] depress- 
ing or causing to be depressed. 

IT think that statement will probable clarify 
[367] the use of the word ‘discount’ to which 
counsel’s objection is apparently addressed. 

* * * * % x ¥ 

The Court: Well, may we not take the ques- 
tion as it has been read, which seems to be clear, 
with the added feature that the discount is the 
discount below the face of the bonds to which 
he is referring, and then your objections would 
be pertinent. 

Mr. Irwin: Very, well, I join in the ob- 
jection of Mr. Lawson, and add the additional 
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objection which I made a moment ago, and I 
likewise wish to add the further objection that 
it is hearsay as to the defendants, if I didn’t 
mention that before, and no foundation has 
been laid.’’ 


(The following proceedings were had between 
court and counsel outside the presence of the jury.) 
‘“‘Mr. Irwin: I am directing my attention to 
paragraph 3 page 4, directing my attention 
particularly to the objection as to the imma- 
teriality and the lack of foundation. The other 
objection is hearsay. They require no com- 
ment at this time as they go under the regular 
subject that has come up, properly subject to 

a motion to strike. 

Your Honor will note the phrase there, I re- 
spectfully submit that is conjunctive: *‘Defend- 
ants did depress and cause to be depressed the 
market price of the said securities of First Se- 
eurity Deposit Corporation so that defendants 
might and did acquire the same from the per- 
sons intended to be defrauded at prices greatly 
reduced from the par value thereof.’ 

I submit, your Honor, that we have no evi- 
dence, there hasn’t been a single itein of evi- 
dence, tending to support [368] the first part of 
the conjunctive statement, namely, that thev 
did anything, at any place along the line, to 
cause these to be depressed. 

IT submit, therefore, vour Honor, that it then 


vs. United States of America 525 


(Testimony of Clarence M. Bruce.) 
is immaterial. The mere fact that the bonds 
had a face value of $100 and might have been 
bought for $40 itself does not tend to prove or 
disprove any of the issues set forth in that con- 
junctive allegation. 

The Court: That was the thing that I 
wanted to bring specifically out into the record 
because of the wording of this indictment and 
the wording of the question. 

It seems to me that there are two necessary 
phases of proof in that paragraph in the in- 
dictment. If it could conveniently be done to 
put the first in first, that would be all right, but 
I don’t see that there is any particular necessity 
for it so long as it comes forward before the 
end of the case. 

The first element is ‘That the defendants did 
depress and cause to be depressed the market 
price of the said securities.’ That is the first 
element. 

The second element is they did that ‘so that 
defendants might and did acquire the same 
from the persons intended to be defrauded at 
prices greatly reduced from the par value.’ 

Now, both elements have got to be proven. 

You see that ‘did’ is the element tn there. 
The Government has got to prove that they did 
because they alleged that they did = and 
this is the proof. 

Mr. Ivwin: I appreciate that the Court does 
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have in mind unless we get that first allegation 
there— 

The Court: That is an important allegation 
in the indictment, and proof will have to be 
coming in to [369] connect those two together 
in order for the Government to make its case, 
and then if they don’t, you can move to strike. 

Mr. Irwin: Then the ruling is the question 
is considered as still being in the record so 
these objections may not be repeated. 

*% *% *% * * x 5 

Then do I understand, your Honor, that the 
question is reinstated, as originally stated by 
Mr. Campbell with the deletion of the phrase 
‘discount.’ 

The Court: With the explanation of what 
he means by that phrase. 

Mr. Irwin: That is still before the Court. 

The Court: That is right. 

Mr. Irwin: And the objections made by Mr. 
Lawson and myself and Mr. Adams to that 
question are overruled and exception allowed, 
subject to the motion to strike. 

The Court: That is right. As to all de- 
fendants. 

Mr. Lawson: I might state my position with 
reference to that is that the price at which the 
bonds were acquired must necessarily be below 
the market price. 

The Court: Ultimately they have go to 
prove that under their indictment there, either 
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by direct or other evidence, but there are two 
elements to this, and this proof is directed to 
the second element of the third paragraph on 
page 4 of the indictment. si 

Mr. Campbell: We are only proving the 
ultimate fact of the price at which they were 
acquired by this witness, not what the market 
price was or should have been. 

* t & * ae t * 

Mr. Irwin: I overlooked one additional 
point, so that the Court will have it in mind. 
In connection with [370] the objection of im- 
materiality, that prase in the indictment is ‘So 
that defendants might and did acquire.’ All 
this testimony is going to show what the First 
Security acquired as a corporation. I think 
counsel will agree that this question does not 
eall and will not develop an answer that any 
of the defendants acquired the shares. 

The Court: It says ‘directly or through the 
agency of one or more of said companies and 
through the agency of companies whose names 
are to the Grand Jurors unknown.’ There is 
that limitation as to companies. 

That objection will also be overruled subject 
to the same objection and same ruling. 

Mr. Irwin: So we won’t have to interrupt 
again, I am anxious to have this come in as 
coherently as possible, might it be understood 
that the objection runs to the whole line of tes- 
timony and need not be repeated ? 
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The Court: Yes. 
Mr. Campbell: So stipulated. 
The Court: Now the question with the ex- 
planation and the objection will be re-instated, 
and you may answer.”’ 


Thereupon the question was read and the wit- 
ness answered the same, ‘‘1932, the First Security 
acquired a total of $9,548.43 in bonds, all of which 
were at 100 per cent paid off.”’ 

‘“@. Mr. Bruce, do you mean by that that 
the face amount was paid for those bonds? 

A. Yes, sir. 

Q. Very well. Proceed. 

The Court: What do you mean, ‘face 
amount’? Principal amount or principal plus 
accrued interest ? 

The Witness: Principal amount. 

1933, the First Security acquired a total of 
$50,458.79 [3871] in face principal amount of 
bonds. Of this amount, $25,813.02 was pur- 
chased at a discount for which First Security 
paid $6,943.33 at an average rate of 27 per cent. 

The Court: 27 per cent of what? 

The Witness: The first principal amount. 
Bonds purchased at 100 per cent for that vear 
amounted to $24,645.77 which is the principal 
amount without interest. These were matured 
bonds. They matured at the date they were 
purchased or prior to that time. 1934, the 
First Security acquired a total of $563,696.88 
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face principal amount of the bonds. Of this 
amount $411,314.32 were at a discount for which 
they paid $140,355.60, which is an average rate 
of 34 per cent. That is the face principal 
amount. Received on loans or escrow at 100 per 
cent, $152,382.56. 1935, they acquired bonds hav- 
ing a face principal amount of $237,734.34. Of 
this amount, $190,715.61 was acquired at a dis- 
count for which First Security paid $79,633.11, 
which is an average rate of 42 per cent to the 
face principal amount. 

Bonds received on loans or escrow at 100 per 
cent amounted to $35,978.92. Bonds paid off 
at 100 per cent, $11,039.81. 

1936, First Security acquired a total of $59,- 
168.18 in bonds. Of this amount, $20,282.07 
were at a discount for which they paid $11,- 
137.31, which is an average rate of 54 per cent, 
of face amount of the bonds. Received on loans 
or escrow at 100 per cent, $1,157.11. Bonds 
paid off 100 per cent, $18,972.31. 

Received from Investment Finance Com- 
pany at 100 per cent cent in exchange for real 
estate, $18,756.69. Included [372] in the bonds 
acquired at a discount were bonds having a face 
value of $6,495.85 acquired from Investment 
Finance Company at a cost of $3,036.79. 

Mr. Irwin: And, your Honor, his use of the 
word ‘discount’ will be used in the light of 
counsel’s explanation ? 

The Court: That is my understanding. 
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That is the way you are using the term? 
That is discount below the face principal 
amount? 

The Witness: That is correct. 

Mr. Campbell: Q. Proceed. 

A. 1937, the First Security acquired bonds 


_ leaving a face principal amount of $49,614.41. 


Included in this were bonds paid off at one hun- 


dred per cent in the ymount of $85.55. Bonds 
received from the Investment Finance Com- 
pany at one hundred per cent in exchange for 
real estate amounted to $2,754.69. Received 
from the Investment Finance Company to ap- 
ply on the debt or interest due First Security 
in the amount of $46,774.17. Interest added to 
these bonds, received from Investment Finance 
Company was $6,295.61. 

1938, the First Security acquired trust bonds 
having a face principal amount of $65,755.33, 
all of which were acquired from Investment 
Finance Company as follows: In exchange for 
first trust deed $20,206.07; to apply on the debt 
or interest due First Security $45,549.26; in- 
terest added to the face principal amount of 
these bonds amounted to $18,144.48. When I 
referred to the years 1987 and 1938 to interest 
added, this was credit given to the Investment 
Finance Company for these amounts of in- 
terest. [373] 

1939, total bonds acquired amounted to $231,- 
672.79. Bonds paid off at one hundred per 
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cent amounted to $131,279.53. Bonds acquired 
from the Investment Finance Company in ex- 
change for first trust deeds amounted to $29,- 
790.74. Bonds received from Investment Fi- 
nance Company to apply on the debt or in- 
terest due First Security amounted to $70,- 
602.52. Interest added to bonds acquired from 
Investment Finance Company amounted to 
$16,777.21. Credit was given to the Invest- 
ment Finance Company for that amount of 1n- 
terest.”’ 


The witness further testified: Bonds were ac- 
quired in 1937 and 1938 by the First Security De- 
posit Corporation other than those acquired from 
the Investment Finance Company; in 1937 bonds 
bought in the amount of $85.55 were paid off 100 
per cent; aside from those, there were no other 
bonds acquired; these were matured bonds. In 
1938, no bonds were acquired other than those ac- 
quired from the Investment Finance Company. 

“Q. And Mr. Bruce, were all bonds ac- 
quired from the Investment Finance Company 
during the period you repeated with the excep- 
tion of the item $6,495.00 worth of bonds which 
you referred to as having been acquired for 
$3,000.00 some odd dollars acquired at one hun- 
dred per cent plus accrued interest from the 
Investment Finance Company ? 

A. Not in all instances, no, sir. 

Q. In the course of the year 1939, Mr. 
Bruce, from your examination of those books 
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and records, were all of the bonds of the In- 
vestment I‘inance Company retired or deposits 
made for such purpose with the Metropolitan 
Trust Company ? 

A. Yes, sir. On December 31st, 1939, there 
was a [374] total—bonds outstanding totalling 
$17,891.31 plus accrued interest of $4,032.17, 
totalling $21,923.48, which amount was de- 
posited in the Metropolitan Trust by First Se- 
eurity to cover all outstanding bonds. 

Q. Yes. So far as the company’s books and 
records were presented were retired as of the 
31st day of December, 19392 

A. That is correct. 

Q. Mr. Bruce, will you give us a total of the 
figures which you gave heretofore from the 
period November, 1932, to December 31st, 
193o7 

A. Total face value principal amount to 
bonds acquired amounted to $1,267,649.15, of 
which amount discounted bonds at a face prin- 
cipal amount of $648,125.02, for which the First 
Security paid $238,069.35 for an average rate 
of 36.7 per cent. That is to say, 36.7 per cent 
of the face amount of such bonds. Bonds re- 
ceived on bonds, or eserow, at one hundred per 
cent amounted to $189,508.59. Londs were paid 
off one hundred per cent $195,571.40. Bonds 
received from the Investment Finance Com- 
pany for the following purposes: the cost bonds 
leaving a principal amount of $6,495.85 for 
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which Security paid Investment $3,036.79. In 
exchange for real estate bonds leaving a face 
principal amount of 621,511.38. In exchange 
for First Trust deed bonds leaving a principal 
amount of $49,996.81. 

Bonds acquired on the debt or interest due 
First Security, $162,925.95. Interest added to 
bonds traded for first trust deeds are applied 
on the debt or interest due on the debt in the 
amount of $36,217.25.’ [3875] 


The witness further testified: The total face 
amount of bonds acquired by First Security in De- 
eember of 1934 amounted to $22,504.79; of this 
amount, discounted bonds had a face principal 
amount of $21,332.06; for which the First Security 
paid $6,565.42 for an average rate of 31 per cent. 
Bonds received on loans or escrow 100 per cent 
amounted to $1,172.73. 

“Mr. Campbell: 

Q. Mr. Bruce, have you also examined the 
books and records of the Investment [mance 
Company, which have been produced here in 
evidence, namely, plaintiff’s Exhibit 39, being 
the record of eash receipts and journal for the 
period from October 5, 1935, to January 1, 
1936, of the Investment Finance Company ; Kx- 
hibit No. 40, the general ledger of the Invest- 
ment Finanee Company; Exhibit 41, also the 
general ledger of the Investment Finance Com- 
pany; Exhibit 42, being the cash journal, cheek, 
security, and sales record of the Investment i- 
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nance Company for the period from January 
Ist, 1936; Exhibit 43, the cash, check and jour- 
nal record of the Investment Finance Company 
for the period from January Ist, 1940, to Au- 
gust 31, 1940; and Exhibit 45, being purchase 
order records of the Investment Finance Com- 
pany ? A. Yes. 

Q. In that connection have you examined 
the entries made in such books and drawn sum- 
maries therefrom ? A. Yes. 

Mr. Irwin: I don’t think I made it clear, 
your Honor. If this is a different company, 
may we have the same understanding as to 
what I referred to as the First Security ? 

The Court: Same objection as to all defend- 
ants; same ruling; same exception.’’ [3876] 


The witness further testified: That in connection 
with such examination, he examined such books and 
such entries for the purpose of ascertaining the 
quantities and the times that bonds of the First 
Security Deposit Corporation were acquired by In- 
vestment Finance Company. I ascertained the date 
“and face amount of the bonds so acquired. By face 
amount I refer to principal amount. I ascertained 
the amount paid by Investment Finance Company 
for such bonds. I ascertained the average rate paid 
by Investment Finance Company, that is, the per- 
centage of the amount paid to the principal amount 
of such bonds. I ascertained the disposition of such 
bonds by the Investment Finance Company after 
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their acquisition. I ascertained from such examina- 
tion whether or not interest upon the principal 
amount of such bonds was received by Investment 
Finance Company from First Security Deposit Cor- 
poration. I ascertained the total amounts of bonds 
turned over to First Security Deposit Corporation 
by Investment Finance Company; and escertained 
the costs to Investment Finance Company of the 
bonds turned over to First Security Deposit Cor- 
poration. I ascertained the application of such 
bonds, whether they were exchanged for real estate, 
exchanged for first trust deeds owned by First Se- 
curity Deposit Corporation, or applied on principal 
or interest on debts owing from the Investment 
Finance Company to the First Security Deposit 
Company. I ascertained the total paid or allowed 
the Investment Finance Company by the First Se- 
curity Deposit Corporation on account of bonds ap- 
plied on principal or interest, or exchange for 
assets. 

““Q@. Mr. Bruce, will you state by years the 
face value of bonds of the First Security De- 
posit Corporation aequired by the Investment 
Finance Company; the amount of cash paid 
therefor by the Investment Finance Company ; 
and the average rate applied; that is to say, the 
average of the face value for which they were 
acquired; the amount [877] of interest added 
thereto while in the possession of Investment 
Finance Company; stating also the disposition 
of such bonds by the Investment Finance Com- 
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pany, and in such connection stating the face 
amount of bonds turned over to the First Se- 
eurity Deposit Corporation; stating the cost to 
Investment Finance Company; the application 
made of such bonds; and the total paid or al- 
lowed Investment Finance Company by First 
Security Deposit Corporation for such bonds; 
and state the figures slowly, if you will, so that 
counsel may follow you. 

A. For the year 1935, that is October 
through December 31—— 

@. Pardon me. May I amend my question 
to also add: Bearing in mind the fact that In- 
vestment Finance Company was organized Au- 
guest 30, 1935. 

A. 1935. Investment acquired First Se- 
curity bonds having a face principal amount of 
$6,376.75; for which they paid $3,114.99, for an 
average rate of 48.8 per cent. No interest was 
added to these bonds. 

They were transferred to First Security as 
follows: In exchange for real estate, bonds 
having a face principal amount of $740.89, 
bonds sold to First Security, having a face 
principal amount of $5,635.86, for which In- 
vestment received from First Security $2,- 
771.16. 

Q. Just at that point, Mr. Bruce, that was 
the same figure at which Investment Finance 
Company had purchased those particular 
bonds? 
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A. Yes, that is correct. 

@. You may proceed. 

The Court: <A cash transaction? 

The Witness: Yes. 

1936, Investment Finance Company acquired 
First Security [878] Trust bonds having a face 
principal amount of $30,184.78; for which they 
paid $19,308.92, for an average rate of 64.3 per 
cent, interest in the amount of $1,166.61 was 
added to these bonds which were transferred to 
First Security Deposit Corporation for the fol- 
lowing purposes: to apply on principal debt or 
interest on debt due First Security. Bonds havy- 
ing a face principal amount, plus accrued in- 
terest, totalling $8,165.27; bonds in exchange 
for real estate having a face principal amount 
of $20,770.49; bonds having a value of face 
principal amount plus accrued interest in ex- 
ehange of First Trust deeds in the amount of 
$1,049.64; bonds transferred to First Security 
at cost having a face principal amount of 
$859.99, which bonds cost Investment Finance 
Company $265.63. The total that was paid to 
Investment or credited to Investment for all 
bonds turned over during the year 1936 was 
$30,751.03. 1937: Investment acquired First 
Security bonds having a face principal amount 
of $100,238.29; for which they paid $71,015.43 
for an average rate of 70.8. 

Interest in the amount of $17,980.28 was 
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added to these bonds and they were then trans- 
ferred to First Security as follows: 

To apply on the principal or interest of the 
debts due First Security, bonds having a face 
principal amount, plus accrued interest, in the 
amount of $9,638.23; and in exchange for first 
trust deeds, bonds having a face principal 
amount, plus accrued interest, totalling $21,- 
580.34. 

The total received by Investment Finance 
Company from First Security for all bonds 
transferred in 1937 amounted to $118,218.57. 

[379] 

1938. Investment Finance Company acquired 
First Security trust bonds having a face value 
of $92,057.17, for which they paid $72,810.48, 
for an average of 79 per cent. 

Accrued interest in the amount of $14,641.51 
was added to these bonds, and they were then 
transferred to First Security for the follow- 
ing purposes: to apply on the principal or in- 
terest of the debt due First Security, bonds 
having a face principal amount, plus accrued 
interest, totaling $76,483.06; in exchange for 
first trust deeds, bonds having a face princi- 
pal amount, plus accrued interest, value total- 
ing $30,215.52. 

The total received from First Security by 
Investment Finance Company for 1938 
amounted to $106,698.68 for these bonds. 
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1939: Investment Finance Company ac- 
quired First Security trust bonds having a face 
principal amount of $12,073, for which they 
paid $12,755.84, which is the face principal 
amount, plus interest, for an average rate of 
1.056. 

After adding interest of $2,434.85 to such 
bonds, they were transferred to First Security 
Deposit Corporation and applied as follows: 
On the principal amount, or interest due on the 
debt due First Security, bonds having a face 
principal amount, plus accrued interest, to- 
taling $13,671.85. 

In exchange for first trust deeds, bonds hav- 
ing a face principal amount, plus accrued in- 
terest, totaling $8.036. 

The total received by Investment Finance 
Company from First Security for all bonds 
transfered in 1939 amounted to $14,507.85. 

[380] 

“Q. Mr. Bruce, with reference to these 
schedules you have just been giving on the In- 
vestment Finance Company and, particularly, 
with reference to the disposition of bonds re- 
ceived, let me ask you this: If in that connec- 
tion you are stating the distribution of bonds 
during the year for which such figure is given 
without respect to when the particular bond was 
acquired ? 

The Witness: The distribution, the figures 
given relate to the particular year they were 
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acquired. The distribution may vary. If I 
may explain what I mean there. For example, 
the Investment Finance might purchase, say, in 
January of 1939 $500 in bonds. Now, it may 
be March, April, May, July or August before 
those bonds went over to First Security, but 
the figures I gave is the distribution of that 
€500 in bonds for January without regard to 
the date at which they went over. 

Q. Will you state, Mr. Bruce, the total face 
amount of bonds of the First Security Deposit 
Corporation acquired by the Investment Fi- 
nance Company during the existence of that 
company ? 

A. $240,929.99. 

@. And what amount of those bonds were 
purchased at a price less than the face amount 
thereof? 

A. $232,889.33. 

Q. What was the cost to Investment Fi- 
nance Company of that $232,889.33 worth of 
bonds? 

A. $169,672.09.”’ 


(Thereupon plaintiff interrupted the examination 
of said witness to read certain Exhibits to the 
Jury.) [381] 

‘“Mr. Campbell: I am going to read from 
the minutes of May 25, 1938, of the Board of 
directors of the Investment Finance Company, 
which is taken from plaintiff’s Exhibit 36: 

‘The following directors were present: 
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Messrs. R. W. Starr, E. C. Thomas, J. 
L. Smale, A. R. Ireland, C. W. Twombly. 

In addition to the directors, Mr. J. H. 
Edgerton and Mr. C. L. Cronk were pres- 
ent. 

On motion of Mr. Smale, seconded by 
Mr. Thomas and earried, it was resolved 
that this company pay up to 80 cents on 
the dollar on First Security Deposit Cor- 
poration bonds. 

Signed: R. W. Starr, Chairman; C. W. 

Twombly, secretary.’ 

Minutes of June 1, 1938, also a portion of 
plaintiff’s Exhibit 36, a minute of the regu- 
lar meeting of the Board of Directors of In- 
vestment Finance Company: 

‘The following directors were present: 

Myr. R. W. Starr 

KE. C. Thomas 

J. L. Smale, and 
Alfred R. Ireland, 
C. W. Twombly. 


In addition to the directors, 

Mr. J. H. Edgerton, 

Charles L. Cronk were present. . 

On motion of Mr. Thomas, seconded by 
Mr. Smale and carried, it was resolved that 
Mr. Edgerton and Dr. Starr act as a com- 
mittee to approve purchase of bonds of the 
First Security Deposit Corporation of not 
to exceed 85 cents on the dollar.’ [882] 
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Omitting the rest of the minutes, signed, 
‘R. W. Starr, Chairman, C. W. Twombly, Seec- 
retary.’ 

From the minutes of July 20, 1938, also a por- 
tion of Government’s Exhibit 36, regular meet- 
ing of the Board of Directors of Investment 
Finance Company: 

‘The following directors were present: 
Mr. R. W. Starr 

E. C. Thomas, 

J. L. Smale, 

A. R. Ireland, 

C. W. Twombly. 


In addition to the directors, Mr. J. H. 

Edgerton was present.’ 
Reading only a portion: 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, and carried, it was resolved that 
Mr. Cronk’s employment be extended for 
a period of one month.’ 


Signed, ‘R. W. Starr, Chairman, C. W. 
Twombly, Secretary.’ The minutes of October 
19, 1938, also from Government’s Exhibit 36. 
Regular meeting of the Board of Directors of 
the Investment Finance Company, October 19, 
1938 : 

‘Messrs. R. W. Starr, 
C. W. Twombly 
A. R. Ireland, 
FE. C. Thomas, 
J. L. Smale, 
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In addition to the directors, Mr. J. H. 
Edgerton and Florence Long were pres- 
ent.’ 


Reading only a portion: 

‘Upon motion of Mr. Thomas, seconded 
by Mr. Smale, and carried, Mr. Twombly 
voting no, it was resolved that Mr. Cronk’s 
employment be extended upon the same 
terms and conditions to and including [383] 
November 16, 1938, unless terminated 
sooner by himself.’ 


I will not read the remaining portion of the 
minutes. Signed ‘R. W. Starr, Chairman; Flor- 
ence Long, Secretary.’ 

Q. Now, Mr. Bruce, have you also examined 
the books and records of the First Security 
Deposit Corporation with reference to certain 
transactions relative to a first trust deed in the 
amount of $43,983.38 owned by the First Se- 
curity Deposit Corporation and secured by cer- 
tain property of Reed Bros., Tapley and Gei- 
ger Company? 

A. Yessir. 

Mr. Adams: If your Honor please, there 1s, 
of course, and has been an objection made to 
this entire Reed Bros. Tapley matter which 
concerns Reed Bros., Tapley and R. F. D. And 
part of it was made, and part of it was over- 
ruled and part of it reserved. And now they 
are going into that transaction again and may 
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those same objections be made as were made 
previously and the same ruling? 

The Court: The objection is considered to 
be made, and the same ruling. 

Mr. Irwin: That is as to all defendants. 
And may the additional objection that was made 
at the outset of this testimony with reference 
to the First Security, be made, when we ad- 
dressed your Honor at the bench? 

The Court: Yes. The same objections may 
be deemed to have been made and the same 
ruling. As to all defendants. 

Mr. Lawson: My understanding is, your 
Honor, that this is a continuing objection. ”’ 


The witness thereupon testified: That he had ex- 
amined plaintiff’s Exhibit 103, a letter addressed to 
the Metropolitan [384] Trust Company, dated 
March 8th, 1934, and plaintiff’s Exhibit 104, a let- 
ter also addressed to the Metropolitan Trust Com- 
pany; that he has also examined the list of bonds 
set forth therein. I have ascertained from the 
books of the First Security Deposit Corporation, 
by whom such bonds were held as of and immedi- 
ately prior to the 8th day of March, 1934; that the 
books and records did not disclose that those bonds 
at that time or at any time were the property of or 
standing in the name of the R. F. D. Discount Com- 
pany, Inc. I found that the total face amount of 
the bonds referred to in plaintiff’s Exhibit 103, was 
$47,774.47. 
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“Mr. Irwin: I don’t know whether to this 
particular line I have ever interposed the ob- 
jection that it is not within the issues of the 
indictment. 

The Court: The objection may be deemed 
to have been made and overruled subject to 
being connected up.”’ 

Mr. Lawson: I think it was stated at the 
time when the matter originally came up—that 
the difference between the 43,000 plus and the 
47,000 plus that was deposited in the trust 
company represents the additional 10 per cent 
that was required by the terms of the trust 
agreement? 

Mr. Campbell: Yes, I think we so stipulated, 
that the company under the terms of the trust 
agreement to withdraw a security at that time 
had to deposit in excess of the face amount of 
that security of bonds for redemption in order 
to withdraw it. 


The Court: That is correct.” 

The witness further testified: Referring to the 
bonds set forth in plaintiff’s Exhibit 103, that bonds 
having a face principal amount of $29,336.42 be- 
long to First Security Deposit Corporation; bonds 
having a face principal amount of 46,897.90 were 
on hand as collateral on loans and were held by the 
First [385] Security Deposit Corporation. Bonds 
having a face principal amount of $11,540.15 were 
borrowed by First Security from outside parties 
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to keep the total of $47,774.47; these were bor- 
rowed from the following persons in the following 
amounts: A. R. Ireland $2,400; R. W. Starr $538.41; 
Aaron L. Johnson or Nell B. Johnson $242.37, plus 
$51.83; A. L. Johnson $1.20; Catherine B. Terry, 
or Nell B. Johnson, $256.55; and Scott W. or R. E. 
Derrick, $7918.69. The figures referred to are the 
face amounts of the bonds borrowed. These bonds 
subsequently were returned to those parties from 
whom they were borrowed in the same face amounts. 
In the instance of Mr. Ireland, a similar amount 
was returned on April 26th, 1934, in the imstance 
of Dr. Starr, Aaron L. or Nell B. Johnson, or C. B. 
Terry—bonds were returned on May 3, 1934, and 
to Scott W. or R. E. Derrick on May 28, 1934. With 
reference to the $6,897.90 amount of bonds held as 
collateral by the First Security, credit was given on 
the loans in such amount to the individuals who 
had put up collateral with the Company. This trans- 
action was carried through the division of the First 
Security Deposit Corporation known as the Realty 
Deposit Company, and entries set up on the books 
in connection with this transaction. The entry re- 
flecting a loss of $26,183.38 on the transaction, and 
receipt of cash in connection with this transaction 
of $17,800.00. 

‘““Mr. Campbell: At this time I wish to read 
from Government’s Exhibit 36, the minutes of 
the Investment Finance Company—from the 
minutes of the Investment Finance Company 
for November 9, 1936, reading in part: 
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‘Special meeting of the Board of Di- 
rectors of Investment Finance Company. 
The following directors were present: 
Messrs. R. W. Starr, J. H. Edgerton, KE. C. 
Thomas, C. W. Twombly, J. L. Smale. 

Upon motion of Mr. Thomas, seconded 
by Mr. Edgerton, and carried, it was re- 
solved as follows: [386] 

Whereas, it appears for the best inter- 
ests of this corporation that substantially 
all of the assets of the Consolidated In- 
vestors, a California Corporation, be pur- 
chased by this corporation for a sum not to 
exceed $36,000 in cash, 

Now, Therefore, Be It fire that 
the officers of this company be, and they 
are hereby, authorized to negotiate, enter 
into all these contracts with respect to, and 
execute any and all necessary instruments 
necessary to complete the purchase of sub- 
stantially all of the assets of the Consoli- 
dated Investors, a California corporation, 
including the following securities: 

3,070 shares common stock of the First 
Security Deposit Corporation ; 

2,331 shares of Class A preferred stock 
of the First Security Deposit Corporation 
with a total par value of $46,620.00; 

827 shares of Class B preferred stock of 
the First Security Deposit Corporation 
with a total par value of $16,540.00; 
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209 full-paid income shares of the Rail- 
way Federal Savings and Loan Association, 
with a total par value of $20,900.00; 

Said shares in the amount of $15,000 
being subject to a hypothecation agreement 
with one F. E. Jones, said hypothecation 
agreement being guaranteed by R. W. 
Starr, J. H. Edgerton, A. R. Ireland, E. C. 
Thomas, F. A. Anderson, and W. 8S. Bray- 
tion.’ Omitting the remainder of such min- 
utes, signed ‘R. W. Starr, chairman; C. W. 
Twombly, secretary.’ ’’ [387] 


‘‘Mr. Campbell: At the termination of the 
morning session I had just read from the min- 
utes of the Investment Finance Company di- 
rectors’ meeting of November 9, 1936. At this 
time I wish to read from the minutes of the 
Board of Directors of the Investment Finance 
Company for January 19, 1938, which is a por- 
tion of plaintiff’s Exhibit 36, reading in part: 

‘Regular meeting of the Board of Di- 
rectors of Investment Finance Company, 
January 19, 1938. 

The following directors were present: 

Messrs: R. W. Starr, 

K. C. Thomas, 
J.H. Edgerton, 
J. L. Smale, 

C, Wal womilgli:. 


In addition to the directors, Mr. A. R. 
Ireland was present.’ 
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Reading only in part: 

‘On motion of Mr. Smale, seconded by 
Mr. Thomas and Terry, it was resolved that 
Mr. Twombly and Mr. Edgerton placed 
such value as they saw fit on assets pur- 
chased from the Consolidated Investors in 
order that the segregation values could be 
determined.’ 


The minutes are signed by ‘R. W. Starr, 
Chairman, C. W. Twombly, Secretary.’ 
Reading now from the minutes of August 
17, 1938, a portion of plaintiff’s Exhibit 36: 
‘Regular meeting of the Board of Direc- 
tors of the Investment Finance Company, 
August 17, 1938. 
The following directors were present: 
Messrs. R. W. Starr, [388] 
E. C. Thomas, 
J. L. Smale, 
A. R. Ireland, 
C. W. Twombly. 


In addition to the directors. Mr. J. H. 
Edgerton was present.’ 


Reading only in part: 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, and carried, it was resolved, 
that the various assets purchased from the 
Consolidated Investors be individually val- 
ued as per the value set opposite each asset 
on the annexed descriptive valuation list.’ 
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There is attached to such minutes an exhibit 
headed, and reading such exhibit in full: 

‘$36,000 paid to Consolidated Investors 
for the following: First Security Deposit 
Corporation stock, 2,331 shares, Class A 
preferred, valued at $4.50 per share, value 
$10,489.50; 827 shares, Class B preferred, 
valued at $4.50 per share, value $3,721.50; 
3,3/6 shares common, valued at 5 cents per 
share, $168.80. 

California Federal Savings & Loan As: 
sociation, 59 shares, full paid ineome 
shares, valued at $100 per share, value 
$5,900. 

150 shares full paid income shares val- 
ued at $100 per share, taken over subject 
to pledge agreement of Consolidated In- 
vestors, as per agreement in file 20, F .E. 
Jones, secured by hypothecation of the fol- 
lowing shares of Investment Finance Com- 
pany stock: Certificate No. 33, 5,000 shares, 
W.S. Brayton now Mary Starr Bravton; 
Certificate [389] No. 13, 2,500 shares, R. 
W. Starr; Certificate No. 25, 5,000 shares, 
A. R. Ireland: Certificate No. 21, 1,666 
shares, J. H. Edgerton; Certificate No. 20, 
1,200 shares, F. A. Anderson: Certificate 
No. 32, 1,160 shares, Ed. C. Thomas. 

150 shares showing the value, $15,015.00.’ 

Second deeds of trust, listing, but I will not 
‘read the names of each one of them, from 15 
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deeds of trust being serial numbers 200 to 214, 
Inclusive, and bearing the following values re- 
spectively :—Showing a total value for said 15 
second deeds of trust of $720.20. Possibly I 
had better read this, if the Comt please, if 
counsel desires it. I don’t have an aggregate 
total of the balance due. 
The following second deeds of trust: 
‘No. 200, Riggon, the balance as of De- 
cember 28, 1936, $82.45, value, $10.54; 
No. 201, Rictor, balance of December 28, 
1936, $487.92, value $1.00; 
No. 202, Troller MeCullock, balance De- 
cember 28, 1936, $323.31, value $1.00; 
No. 203, Adams, balance December 28, 
1936, $1,391.83 value $250.00; 
No. 204, Templin, balance December 28, 
1936, $833.32, value $1.00; 
No. 205, Pettit, balance December 28, 
1936, $1,147.54, value $1.00; 
No. 206, Cassano, balance December 28, 
1936, $404.85, value $328.09; 
No. 207, balance December 28, .1936, 
$484.03, value $1.00; 
No. 208, Carly, balance December 28, 
1936, $450.00, value $154.89; [890] 
No. 209, Johnson, balance December 28, 
1936, $176.43, value $1.00: 
No. 210, Hoffman, balance December 28 
1936, $750.00, value $1.00; 
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No. 211, Zlatin, balance December 28, 
1936, $797.08, value $1.00; 

No. 212, Liggitt, balance December 28, 
1936, $331.39, value $66.68; 

No. 213, Hamo, balance December 28, 
1936, $475.67, value $1.00; 

No. 214, Nielson, balance December 28, 
1936, $357.76, value $1.00; 

Showing the total value of $36,000.00 
for all assets; the minutes of such meeting 
being signed by R. W. Starr, Chairman, 
C. W. Twombly, Secretary. 


Q.’ ‘Have you, however, examined the records 
and documents produced here by the Witness 
Bundy Colwell, one of the officers of such cor- 
porations, which records and documents were 
heretofore received in evidence? 

A. Yes, sir. 

“Mr. Adams: This goes to a different line of 
testimony, apparently, your Honor. I think it is 
a proper place to make the usual objection. 

The Court: The same objection; the same 
ruling as to all defendants.’’ [391] 


The witness further testified: That the 233! 
shares of A stock and 827 shares of B stock, and 
3376 shares of C stock of the First Security De- 
posit Corporation, 209 shares of California Federal] 
Building and Loan Association, and 15 Second 
Trust deeds referred to in the minutes of the In- 
vestment Finance Company are reflected in the 
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books and records of the Investment Finance Com- 
pany as having been received by it. That I examined 
the records of the Investment Finance Company 
to ascertain the consideration paid for such assets 
and they disclosed the Investment Finance Com- 
pany paid the sum of $36,000.00 therefore. These 
assets were taken onto the books of the Investment 
Finance Company at the values as set forth in the 
minutes just read. These assets were acquired by 
the Investment Finance Company on December 
98th 1936. I have heretofore examined plaintiff’s 
Exhibit 72, the invoices of Battelle-Dwyer. J ex- 
amined the books of the Investment Finance Com- 
pany as to the certificate numbers of such 2331 
shares of A stock. I examined plaintiff’s Exhibit 
72, the invoices, for the purposes of ascertaining 
if they included any of the shares of A stock ac- 
quired by the Investment Finance Company from 
the Consolidated Investors. 
“Q. Very well. Referring again, Mr. Bruce 
to plaintiff’s Exhibit 72, namely, the invoices 
of the Battelle-Dwver Company to R. F. D. 
Discount Corporation, will you state whether 
or not there are listed herein, upon such in- 
voices. any of the shares of stock, of Class A 
stock, which was subsequently turned over by 
Consolidated Investors, the successors to R. F. 
D. Discount Corporation, to Investment Fi- 
nance Company in this transaction? 
A. Yes, there are. 
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_Q. How many of such shares appear upon 
these invoices set forth in plaintiff’s Ex- 
hibit 72? [892] 


_A. 1,646 shares of the A stock of the First 
Security. 

Q. How many shares of B stock, which sub- 
sequently were transferred in the conveyance 
of the assets of Consolidated Investors to In- 


_vestment Finance Company? 


VA. 290. 
_ Q. As to the 1,646 shares, I will ask you if 
you have totaled the price for such 1,646 shares 


of A stock as contained in plaintiff’s ex- 


hibit 72. 
A. Yes. 
_Q. What was that price? 
Mr. Irwin: Pardon me, your Honor. I think 
I should interpose an objection at this time, 
as to that feature it is immaterial. 
The Court: Your objection may be received 
as to all defendants; overruled; same ruling. 
Mr. Lawson: May I suggest 
Mr. Irwin: Exception. 
there is another phase of 


Mr. Lawson: 
this question. Frankly, I don’t understand the 
purpose of it. The price that was paid in be- 
tween these two companies is immaterial so far 
as [ can see, and T object to it on that ground, 
as not within the issues of this case, and not 
tending to establish any issue or any fact. 
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Mr. Campbell: I will connect that up, your 
Honor. rr. 

The Court: I can see where they are going, 
I think, and on the promise to connect it up, 
I will overrule the objection subject to a motion 
to strike if the obligation isn’t fulfilled on .be- 
half of the plaintiff. I think the point is good 
at the present state of the record. They say 
they will connect it up, and we will: give them 
the opportunity. 

Mr. Lawson: Exception. 

The Witness: $1,327.68.’’ [393] 


The witness further testified: The records of 
the Investment Finance Company disclosed that 
it paid $7,407.00 to Consolidated Investors for such 
1,646 shares. 

‘‘Q. With reference to the B stock, to which 
you have referred, some 390 shares of the 827 
shares sold to the Investment Finance Com- 
pany, did you compute from plaintiff’s Exhibit 
72 the price paid therefor by the R. F. D. 
Discount Company or its successor, the Con- 
solidated Investors? A. Yes. 

Mr. Lawson: Same objection, your Honor. 

The Court: Yes. The same objection to all 
this line.’’ 


The witness further testified: that the price paid 
for such 390 shares was $345.00. The records of 
the Investment Finance Company disclosed that 
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it paid for such 390 shares $1,755.00. The Invest- 
ment Finance Company paid to the Consolidated 
Investors, the successors of the R. F. D. Discount 
Company, Inc., $20,900.00 for such 209 shares of 
California Federal Building and Loan Association 
stock. 

‘‘Mr. Campbell: At this time I wish to read 
from the minutes of the First Security Deposit 
Corporation for June 22, 1934, which is a por- 
tion of Plaintiff’s Exhibit 18. 

‘Minutes of the special meeting of the 
Board of Directors of the First Security 
.,Deposit Corporation, June 22, 1934. 
. The following directors were present: 
Messrs. R. W. Starr, 
E. C. Thomas, 
C. E. Berry, 
A. R. Ireland, [394] 
C. EK. Perkins. 
Absent : 
Mr. W. 8. Brayton 
Mr. William Leffert. 
In addition to the directors, 
Mr. J. Howard Edgerton, legal 
counsel, was present.’ 


Reading im part 

Mr. Adams: JI don’t know what this is go- 
ing to refer to. May this be read subject to 
the same objection made heretofore that it 
was prior? 
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The Court: Same objection; same ruling. 
Mr. Campbell: ‘On motion of Mr. Berry, sec- 
onded by Mr. Ireland, the following resolution 
was unanimously adopted: 

Resolved, that whereas an offer has been 
made to this corporation by the R. F. D. 
Discount Company, a corporation, to ex- 
change $20,300 of the preferred stock, 
Classes A and B of this corporation, at 
dollar for dollar par value in return for 
$20,300 guarantee capital stock of the Rail- 
way Mutual Building and Loan Associa- 
tion, now owned by this corporation; and 

Whereas, after investigation by the of- 
ficers of this corporation, it appears that 
there is no present market value for the 
guarantee capital stock of the Railway Mu- 
tual Building and Loan Association and 
it would be to the benefit of this corpora- 
tion to purchase its own preferred stock, 
using guarantee capital stock of the Rail- 
way Mutual Building and Loan Associa- 
tion as a consideration therefor; 

Now, therefore, be it resolved, that the 
[395] Secretary of this corporation is 
hereby authorized to purchase $20,300 of 
the preferred stock of this corporation, 
either Class A or B, using the Railway Mu- 
tual Building and Loan Association guar- 
antee capital stock as a consideration for 
the purchase.’ 
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The minutes are signed by Dr. R. W. Starr, 
Chairman. 
I will read further matter with reference 
to this: 

‘A discussion was held with reference to 
the above resolution, at which time Mr. 
Edgerton, legal counsel, pointed out to the 
Board of Directors that the latest finan- 
cial statement of the company’s auditors 
indicated a total surplus of $27,681.67; 
that it was the opinion of counsel, as well 
as the company auditors, that the com- 
pany could legally purchase its preferred 
stock with any portion of said surplus it 
so desired. 

It was further the opinion of counsel 
that there being no present market value 
for the Railway Mutual Building and Loan 
Corporation guarantee capital stock, the 
company would be benefited in retiring as 
much of its preferred stock as possible by 
the above method.’ 


Such minutes being signed, ‘Dr. R. W. Starr, 
Chairman; C. E. Perkins, Secretary.’ ”’ 


The witness further testified: That the records 
of the First Security Deposit Corporation disclosed 
that on August 31, 1934, the 203 shares of the guar- 
antee capital stock of the Railway Mutual Build- 
ing and Loan Association were exchanged with 
the R.F.D. Discount Corporation for 750 shares 
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of the preferred A stock of the First Security, 
and 265 shares of the preferred B, totalling 1,015 
shares. [396] 

“Q. I did not ask you, Mr. Bruce, but I 
will ask you at this time, was such transaction 
which you have described, that is to say, where 
the 203 shares of the Guaranty stock of the 
Railway Mutual Building and Loan Associa- 
tion was exchanged for 1,015 shares of A and 
B stock of the First Security Corporation had 
with the R. F. D. Discount Corporation? That 
is to say, was the transaction between the 
First Security Deposit Corporation and the 
R. F. D. Discount Company? 

A. Wes, sir.”’ 


The witness further testified: I examined plain- 
tiff’s Exhibit 72 for the purpose of ascertaining 
whether or not there were contained in the in- 
voices therein, any of the shares of A and B pre- 
ferred stock, which was subsequently traded by 
the R. F. D. Discount Corporation to the Iirst 
Security Deposit Corporation, and my examina- 
tion disclosed that 467 shares of the A preferred 
stock were purchased by R. F. D. from Battlle- 
Dwyer and that 40 shares of the B stock had so 
been purchased, or a total of 507 of the total 1015 
subsequently traded. My examination of Exhibit 
72, disclosed $23.45 was paid for the 467 shares 
of A stock. 

“Q. And at what rate per share? 


560 J. Howard Edgerton, et al., 


(Testimony of Clarence M. Bruce.) 

A. That would be 5 cents for 465 shares 
and two of the A shares at 10 cents. 

Q. And what price was paid for the 40 
shares of B stock which were used in such 
transaction ? 

A. 5 cents per share, totaling $2.00.”’ 


The witness further testified: That he was un- 
able to ascertain from any of the records where 
the remaining 508 shares were obtained, or what 
price was paid therefor. That he was able to 
ascertain from an examination of the books and 
records of the First [897] Security Deposit Cor- 
poration, and of the Investment Finance Company 
that 203 shares of guaranteed capital stock of 
this transaction were the same 203 shares subse- 
quently acquired by the Investment Finance Com- 
pany for $20,300.00. The trust deeds acquired by 
the Investment Finance Company in the final trans- 
action were second trust deeds. I have examined 
plaintiff’s Exhibit 44 of the stock certificate book 
of the Investment Finance Company to ascertain 
the origina] issuance of stock in that corporation; 
the books reflected such original issuance of stock 
as follows: 1,000 shares issued to First Security 
Deposit Corporation; 10 shares to E. C. Thomas; 
10 shares to Smale; 10 shares to F. A. Anderson; 
10 shares to C. W. Twombly; 100 shares to Mr. 
Ireland; 10 shares to W. A. Leffert; 10 shares to 
C. E. Berry; 10 shares to R. W. Starr; and 10 
shares to J. Howard Edgerton. The Investment 
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Finance Company was incorporated on August 30, 
1935. 

The witness further testified: That as of Au- 
gust 18, 1937, and thereafter until the dissolution 
of the corporation, there was outstanding 31,398 
shares of the Investment Finance Company. I ex- 
amined the records as of August 18, 1937, to ascer- 
tain whether or not any of the defendants were 
holders of shares of Investment Finance Company ; 
as of August 18th J. Howard Edgerton—2,109 
shares; R. W. Starr—8,422 shares; E. C. Thomas— 
1,410 shares; Joseph Smale—2,690 shares; A. R. 
Treland—6,900 shares; C. W. Twombly—260 shares. 
The total of these shares is 21,691. 

The witness further testified: That he had ex- 
amined the books and records of the Investment 
Finance Company for the purpose of ascertaining 
the funds or property borrowed by it from the 
First Security Deposit Corporation; and to ascer- 
tain the amounts borrowed each month as well 
as the nature and character of any repayments, 
and the amount. I have examined such records for 
the period from organization of the Investment 
Finance Company to its dissolution in August of 
1940. [398] 

“QO. Now, will vou state, Mr. Bruce, what 
your examination of the records disclose as to 
the amount of cash and other property bor- 
rowed by the Investment Finance Company 
from the First Security Deposit Corporation, 
the amount repaid on account of principal, 
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whether in cash or other form of credit, each 
month, and the balance due, if any, between 
such corporations at the end of each month? 

Mr. Irwin: Your Honor, may I interpose 
the objection that that is compound, cash or 
other. In other words, I ask counsel to re- 
frame it. 

Mr. Adams: May I make the regulation ob- 
jection, your Honor, as this again is another 
line of testimony. And then may I make the 
request of the Court that when we pass the 
point in 1938 as indicated on the chart, I be- 
lieve 11-21-38, that the jury be again instructed 
that the loans or repayments and dissolution 
and all that after that date in ’38 are not 
to be held to bind the defendant Twombly. 

The Court: Well, we will have to make that 
objection at the time it comes up, because I 
am lable to forget it. 

Mr. Adams: However, I will interpose this 
objection now that we formerly had as to the 
matter not being material and being hearsay, in 
competent. 

Mr. Butler: IJ object to all of the testimony 
on behalf of the defendant Cronk on the ground 
that it is hearsay. 

The Court: The objections will be over- 
ruled and the same exception. 

Mr. Lawson: Your Honor, may I object 
on these grounds: There is no objection, of 
course, to the amounts that were loaned to 
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the Investment Finance Company. That is 
[399] directly within the issues raised by the 
indictment. But there it stops. It is limited to 
that. And anything other than that we object 
to on the grounds it is not within the issues 
in this case. 

The Court: Objection overruled and excep- 
tion allowed. As to all defendants.’’ [400] 

‘fA. 1935, October, cash borrowed by In- 
vestment from First Security, $20,500, repaid 
none, balance due, $20,500.00 ; 

November, cash borrowed from First Se- 
curity by Investment Finance, $18,000.00, re- 
paid none, balance due, $38,500.00; 

December, cash borrowed from First Se- 
curity by Investment Finance, $17,253.26, re- 
paid none, balance due, $55,753.26. 

Q. I will stop you at that point, and as 
you come to the end of each vear will vou 
recapitulate the total amount of borrowing 
for the calendar year, and the total amount 
repaid within each year, as well as stating the 
balance due at the end of each year? 

A. Total for 1935 borrowed, $55,753.26, re- 
paid none, leaving the balance of $55,753.26. 

1936, January, cash borrowed by Investment 
Finance, from First Security, $10,000.00. re- 
paid nothing, balance due $65,753.26; 

February, cash borrowed from [first Seeur- 
ity, $3,000.00, cash repaid to First Seenrity 


O64 


J. Howard Edgerton, et al., 


(Testimony of Clarence M. Bruce.) 


by Investment Finance, $3,500.00, balance due 
$65,253.26 ; 

March, cash borrowed from First Security, 
$2,500.00; repaid none, balance due $67,753.26 ; 

April, cash borrowed from First Security, 
$19,200.00, cash repaid, nothing, balance due, 
$86,953.26 ; 

May, cash borrowed from First Security, 
$9,700.00, securities of the Railway Building 
and Loan Association, borrowed from First 
Security, book value, $4,440.26; repaid noth- 
ing, balance due $101,093.52; 

June, eash borrowed from First Security, 
$17,000.00; repaid nothing, balance due, $118,- 
093.52; [401] 

July, cash borrowed, $10,000.00, repaid noth- 
ing, balance due $128,093.52 ; 

August, cash borrowed, $11,500.00, cash re- 
paid to First Security on account, $5,000.00; 
balance due $134,593.52 ; 

September, cash borrowed, $7,000.00, repaid 
nothing, balance due, $141,593.52 ; 

October, cash borrowed, $23,986.11, Home- 
owners Corporation bonds borrowed, book 
value, $16,530.56, repaid nothing, balance due 
$182,110.19 ; 

November, cash borrowed, $9,500.00, repaid 
nothing, balance due $191,610.19 ; 

December, cash borrowed, $8,000.00, repaid 
nothing, balance due, $199,610.19. 

Reeapitulation for the year. Total borrowed 
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in cash and other assets are $152,356.93. Total 
repaid cash $8,500.00, balance due $199,610.19. 

1937, January. Cash borrowed, $11,500.00, re- 
paid nothing, balance due $211,110.19. 

February, nothing borrowed, nothing repaid, 
same balance. 

March, $11,500.00, cash borrowed, repaid 
nothing, balance due $222,610.19. 

April, cash borrowed, $5500.00, repaid noth- 
ing, balance due $228,110.19. 

May, 1937. Cash borrowed, $5,200.00, repaid 
on account collateral trust bond of the First 
Security, having a paid principal amount of 
$4,500.00, balance due $228,810.19. Credit was 
given for the full amount of $4,500. 

@. In such payments in the future, where 
bonds or other assets are received and credit 
given, will vou so state the manner in which 
it was given? [402] That is to say whether 
it was at full face value or less than face 
value. 

A. June. Cash borrowed $17,500; repay- 
ments with First Security collateral trust 
bonds, having a face value of $13,440.40, credit 
for which was given at the exact face value. 

One automobile transferred to First Secur- 
ity to apply on the account at a value of 
$850.00; leaving a balance due of $232,059.79. 

July. Cash borrowed, $8,000; repaid none; 
balance due, $240,059.79. 

August. Cash borrowed, $11,500; one first 
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trust deed borrowed from First Security on 
this account, book value, $1,689.20; repayments 
with trust bonds of the First Security, plus 
accrued interest, totaling $6,364.92; credit for 
which was given the full face value plus the 
accrued interest; balance due $246,884.07. 

September. Cash borrowed, $1500; automo- 
bile from First Security, $297.00; repaid noth- 
ing; balance due $248,681.07. 

October. Cash borrowed, $7,000; repaid with 
collateral trust bonds $174.06, which is the face 
principal amount, plus accrued interest, for 
which full credit was given; balance due, $255,- 
507.01. 

November. Cash borrowed, $4,000; repaid 
with collateral trust bonds, $7,812.62, which is 
the face principal amount, plus accrued inter- 
est, for which full credit was given; balance 
due, $252,694.39. 

December. Cash borrowed, $7,000; repaid 
eash $150; repaid collateral trust bonds, $13,- 
838.88, which was the face principal amount 
plus accrued interest for which full credit was 
given, leaving a balance due of $244,705.51. 

Reeap for the year: Total cash or other 
assets borrowed, [403] $92,186.20; total repay- 
ment with cash, trust bonds, or other assets, 
$47,090.88; leaving a balance due at the end 
of the year of $244,705.51.’ [404] 


The witness further testified: I have examined 
the checks, plaintiff’s Exhibits 55 to 70, issued by 
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the Consolidated Investors to its stockholders in 
distribution of their shares in the dissolution of 
that corporation. The total amount paid by Con- 
solidated Investors as shown by those checks to 
the defendant, R. W. Starr was $8,172.08. The wit- 
ness’ attention was directed to the endorsement on 
said cheeks to the Investment Finance Company, 
and testified, that he examined the books of that 
Company to ascertain if shares of stock were 
thereafter issued to the defendant Starr, and ascer- 
tained that 8172 shares of stock at the price of 
$1.00 each was issued to the defendant Starr; that 
the shares issued to him were on or about the 
dates of the cheeks which have heretofore been 
placed in evidence. That the defendant Smale re- 
ceived a check of $3,240.55 from Consolidated In- 
vestors and at or about the date of the issuance 
of such cheeks, the defendant Smale purchased and 
received from the Investment Finance Company, as 
shown by its records, that Company’s shares of 
stock in the amount of 2,440 shares at $1.00 each. 
That his examination disclosed that the defendant 
Ireland upon the dissolution of the Consolidated In- 
vestors and its purchase by the Investment Finance 
Company, received from the Consolidated Investors 
$8,427.89; that $6,450.00 of this amount was paid 
over to the Investment Finance Company, for 
which the Investment Finance Company issued 
6,450 shares of its stock. That the defendant Thomas 
received upon the dissolution of the Consolidated 
Investors $1.160.93 and paid over to the Invest- 
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ment Finance Company $1,160 and received 1,160 
shares of Investment Finance Company stock. That 
the defendant Edgerton received in the dissolution 
of the Consolidated Investors, the sum of $1,859.72 ; 
that of this amount, there was paid over to the In- 
vestment Finance Company $1,859.00 in exchange 
for 1,859 shares of Investment Finance Company 
stock. That all of such transactions were had at 
or about the time that is shown by the cancellation 
date or pricing date of those checks. [405] 

The witness further testified: that the balance 
due from the Investment Finance Company to the 
First Security Deposit Corporation as of Decem- 
ber 31, 1937, was carried upon the books of those 
companies as an open account; that an examination 
of the books and records of the two companies dis- 
elosed no securities given from the Investment 
Finanee Company to the First Security Deposit 
to secure such loans. The rate of interest set up 
for such loans was 3%. The records indicated that 
they paid 3% interest for First Security owner’s 
loans. The First Security received a periodic pay- 
ment of that amount actually in cash or other 
assets. 

‘“Byv Mr. Campbell: 

Q. Now, will vou proceed to the vear 1938? 

A. Before I proceed may I correct the fig- 
ure I have for the balance of the year No- 
vember 1937? I misread it. The correct figure 
is $251,694.38 and not $252,694.39. 
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January, 1938, cash borrowed, $2,400; cash 
repaid, $297; balance due $246,808.51. 

February, cash borrowed $2,000; repaid with 
First Security collateral trust bonds, $3,772.28, 
which is the straight principal amount plus 
accrued interest for which full credit was 
given; balance due, $245,026.23. 

March, cash borrowed $6,000; repaid, noth- 
ing; balance due $251,026.23. 

April, cash borrowed $6,000; repaid with 
collateral trust bonds of First Security, $14,- 
683.22, which included the face principal 
amount plus accrued interest for which full 
eredit was given; cash repaid that month 
$2,300; balance due, $240,053.01. 

May, cash borrowed, $7,100; repaid, noth- 
ing; balance due, $247,153.01. [406] 

June, cash borrowed, $7,000; repaid, nothing ; 
balance due, $254,153.01. 

July, cash borrowed, $5,000; First Trust Deed 
transferred to First Security to apply on debt, 
book value $1,871.53; balance due, $257.281.48. 

August, cash borrowed, $12,000; repaid with 
collateral trust bond of First Security, 
$16,027.55, which bond includes the face princi- 
pal amount plus accrued interest, for which 
full credit was given; balance due, $253,253.93. 

September, cash borrowed, nothing; repaid 
with collateral trust bond of First Security, 
$12,890.12, which is the face principal amount 
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plus accrued interest for which full credit was 
given; balance due, $240,363.81. 

October, cash borrowed, $21,500; repaid, 
nothing; balance due, $261,863.81. 

November, cash borrowed, $6,250; repaid with 
collateral trust bond of First Security, $115.60, 
which was the face principal amount plus 


- aeerued interest for which full credit was 


given; balance due, $267,998.21. 

December, cash borrowed, nothing; repaid 
with collateral trust bonds of First Security, 
$156.11, which was the face principal amount 
plus accrued interest for which full credit was 
given; balance due, $267,842.10. 

A recapitulation for the year, cash borrowed, 
$75,250; repaid with cash trust bonds and other 
assets, $52,113.41, leaving a balance due of 
$267,842.10. 

1939, January: Cash borrowed, $6,000; re- 
paid with collateral trust bonds of the First 
Security, $169.32, which was the face principal 
amount plus accrued [407] interest for which 
full credit was given, leaving a balance due of 
$273,672.78. 

February, cash borrowed, $5,000; repaid with 
collateral trust bonds of the First Security, 
$226.86, which was the principal amount plus 
accrued interest, for which full credit was 
given; cash adjustment, a payment of 10e, leav- 
ing a balance due of $278,445.82. 

March, cash borrowed; nothing; repaid, 
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collateral trust bonds of the First Security, 
$1,349.26, which was the principal amount plus 
accrued interest for which full credit was 
given; balance due, $277,096.56. 

April, cash borrowed, $7,000; repaid with 
collateral trust bonds of the First Security, 
$74,591.88, which was the principal face amount 
plus accrued interest for which full credit was 
given; balance due, $209,504.68. ”’ 


The witness further testified: That in May, 1939, 
the account was changed from an open account to 
a notes payable account; and that from that point 
demand notes were given by the Investment Finance 
Company to the First Security Deposit Corpora- 
tion covering the amounts borrowed and the interest 
rate was changed from 3 to 6% on the notes; that 
at all times prior to May, 1939, the rate of interest 
of 3% was paid and received, and from and after 
May, 1939, until the dissolution of the Investment 
Finance Company the rate of interest was 6% ; that 
a corresponding notes receivable account was 
opened up in the books of the First Security. 

““Mr. Campbell: Proceed with May. 

The Witness: Yes, sir, that is correct. 

May, 1939, cash borrowed $8,000; repaid with 
collateral trust bonds of the First Security, 
$6,074.72, which was the principal amount plus 
accrued interest [408] for which full credit was 
given; repaid cash, $2,600, leaving a balance due 
of $208,829.96. 
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June, cash borrowed, $7,000; repaid with 
First Security collateral trust bond, $1,039.87, 
which was the principal amount plus accrued 
interest for which full credit was given, leav- 
ing a balance due of $214,790.09. 

July, real estate transferred from First Se- 
curity to Investment on notes, $15,000; repaid 
with collateral trust bonds of the First Secur- 
ity, $522.50, which was the principal amount 
plus accrued interest for which full credit was 
given; cash repaid, $5,700, leaving a balance 
due of $223,567.59. 

August, cash borrowed, nothing; cash repaid 
$500; leaving a balance due of $223,067.59. 

September, cash borrowed, $500; repaid, 
nothing; balance due $223,567.59. 

October, cash borrowed, $3,500; repaid with 
collateral trust bonds of the First Security, 
$1.79, which was the principal amount plus 
accrued interest for which full credit was given, 
leaving a balance due of $227,065.80. 

November, real estate transferred from First 
Security Deposit on notes, $12,900; repaid, 
nothing; balance due, $239,965.80. 

December. Nothing borrowed; nothing re- 
paid. 

Recapitulation for the year: Cash or other 
assets Acquired on notes and open account up to 
May 1, $64.900; repaid with cash or trust bonds, 
$92,776.30.” 
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The witness further testified: That further loans 
were made during the year 1940, for the months of 
January and Mareh. They amounted to $10,000 in 
January and $500 in March; that no repayments 
were made in either month. That the then balance 
due was $250,465.80. [409] 

The witness further testified: That the total 
amount of cash or other assets borrowed by the In- 
vestment Finance Company from the First Security 
Corporation amounted to $450,946.39, and that the 
total amount of eredits received in repayment by 
cash and other items from the Investment Finance 
Company by the First Security Deposit Corpora- 
tion amounted to $200,480.59, leaving a balance due 
of $250,465.80. 

‘“Mr. Campbell: With reference to the pay- 
ment of interest from the Investment Finance 
Company to the First Security Deposit Cor- 
poration, will you state the dates and amount 
of interest paid from the Investment Finance 
Company to the First Security Deposit, and 
the manner in which paid? 

A. December 31, 1936, cash in the amount 
of $3,660.36. 

By Mr. Campbell: 

Q. Your previous testimony was only as te 
principal repayments, was it not? 

&. Wes, sir. 

Q. And interest was kept up at all times, 
was it not? 

A. Wes, sitas far as I know. 
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Q. Yes. 

A. December 31, 1937, trust bonds in the 
amount of $6,978.90, which would be the face 
amount plus accrued interest with the full 
values given. December 31, 1938. Collateral 
trust bonds of the First Security in the amount 
of $7,513.94, which was the principal amount 
plus accrued interest for which full credit was 
given. 

April 30, 1939,, collateral trust bonds of the 
First Security in the amount of $2,753.71, 
which was the principal amount plus accrued 
interest for which full credit was given. 

May 1939, cash in the amount of $2.16. [410] 

July 1939, eash in the amount of $29.61. 

December 1939, cash in the amount of 
$8,854.39. The total interest payments by cash 
or other credits amounted to $29,793.07.’’ 


The witness further testified: That the Railway 
Federal Building and Loan Association securities 
in the sum of $4,440.26 borrowed by the Investment 
Finance Company from the First Security Deposit 
Corporation were disposed of on October 17, 1936, 
by the Investment Finance Company for $4,983.33; 
that the profit derived therefrom was $543.07. The 
records of the Investment Finance Company shows 
a disposition of Home Owner’s Loan corporation 
bonds of the same day they were acquired in Octo- 
ber, 1936, from the First Security Deposit; that they 
were made part of a loan at their face value, book 
value of $16,530.56, to a third party. I ascertained 
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what disposition was made by the Investment 
Finance Company of the first trust deed, book 
amount of $1,689.20, (August, 1937). It was re- 
turned to First Security on July 11, 1938, for the 
figure of $1,871.53. The car I referred to in Sep- 
tember, 1937, which was conveyed by the First 
Security to the Investment Finance Company, was 
sold by the Investment Finance Company for 
$297.00. I referred to real estate in July, 1939, in 
the sum of $15,000 as being conveyed from the First 
Security to the Investment Finance; this was sold. 
during July of 1939 to A. R. Ireland for $7,000. 
I referred to rea] estate acquired in November of 
1939 by the Investment Finance Company, having 
a book value of $12,900; that asset was disposed of 
in the same month to the American Building and 
Investment Company for $3,000. 'The Investment 
Finance Company was a stockholder in the Amer- 
ican Building and Investment Company as of the 
month of November, 1939, as disclosed by the rec- 
ords of the Investment Finance Company. 

The witness further testified: That the particular 
assets named, Railway Mutual Building and Loan 
shares, certain [411] bonds of the H. O. L. C., and 
automobile, were taken from First Security to In- 
vestment in just those figures; these figures were 
reflected on the books of both corporations. 

‘“By Mr. Campbell: 

Q. Mr. Bruce, at the termination of the 
session yesterday you had just finished testify- 
ing concerning the lending of cash and securi- 
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ties and other property from the First Security 
Deposit Corporation to the Investment Finance 
Company, and you had stated what the books 
showed as to the disposition of assets other 
than cash received by the Investment Finance 
Company from the First Security Deposit Cor- 
poration. Now, aside from the two items re- 
ferred to yesterday, that is to say, the real 
estate acquired at $15,000 which was conveyed 
to the Defendant Ireland for the sum of $7,000, 
and the real estate acquired for the sum of 
$12,900 and which was conveyed to the Amer- 
ican Building and Investment Company, a com- 
pany in which the Investment Finance Com- 
pany had a stock interest for $3,000, were any 
of the assets other than cash received by the 
Investment Finance Company from the First 
Security Deposit Corporation disposed of at a 
loss to the Investment Finanee Company ? 
A. No, sir.”’ 


The witness further testified: That he has ex- 
amined the stock record of the Investment Finance 
Company (Plaintiff’s Exhibit 44); that he has 
ascertained therefrom the date and number of 
shares issued by the Investment Finance Company. 

“Q. Will you state, Mr. Bruce, from your 
examination of that record, the certificates of 
stock issued in the Investment Finance Com- 
pany, giving the certificate number, the date 
issued, and stating to whom such certificate was 
issued? [412] 
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A. On October 5, 1935, Certificate No. 1, 
issued for 1,000 shares to First Security De- 
posit Corporation. 

On the same date, Certificate No. 2 issued 
for 10 shares to C. W. Twombly. 

Same date, Certificate No. 3 was issued for 
10 shares to R. W. Starr. 

Same date, Certificate No. 4 was issued for 
10 shares to J. Howard Edgerton. 

On October 8, 1935, Certificate No. 5 was 
issued for 10 shares to A. R. Ireland. 

On June 17, 1936, Certificate No. 6 was issued 
‘o E. C. Thomas for 10 shares. 

On July 3, 1936, Certificate No. 7 was issued 
for 10 shares to J. L. Smale. 

Same date, Certificate No. 8 was issued for 
10 shares to Florence Anderson. 

On July 6, 1936 Certificate No. 9 was issued 
for 10 shares to C. W. Twombly. 

July 9, 1936, Certificate No. 10 was issued 
for 90 shares to A. R. Ireland. 

On July 15, 1936, Certificate No. 11 was 
issued for 10 shares to William Leffert. 

Same date, Certificate No. 12, issued for 10 
shares to C. E. Berry. 

December 29, 1936, Certificate No. 18, issued 
to R. W. Starr, 2500 shares. 

Same date, Certificate No. 14, issued for 
4,800 shares to R. W. Starr. 

December 30, 1936, Certificate No. 15 for 240 
shares issued to C. W. T'wombly. 
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Same date, Certificate No. 16, 250 shares 
issued to A. R. Ireland. [413] 

Same date, Certificate No. 17, 240 shares 
issued EH. C. Thomas. 

December 31, 1936, Certificate No. 18, 240 
shares issued to J. Howard Edgerton. 

January 11, 1937, Certificate No. 19 for 240 


’ shares issued to R. W. Starr. 


January 15, 1937, Certificate No. 20, issued 
for 1200 shares to Florence Anderson. 
Same date, Certificate No. 21 issued for 


1,666 shares, J. Howard Edgerton. 


January 19, 1937, Certificate No. 22, issued 


' for 2,095 shares to William Leffert. 


Same date, Certificate No. 23, issued for 240 
shares to J. L. Smale. 
April 20, 1987, Certificate No. 24 issued for 


~ 9000 shares to W. S. Brayton. 


On April 7, 1937, Certificate No. 25 issued for 


~- 9000 shares, A. R. Ireland. 


On August 18, 1937, Certificate No. 26 issued 
for 1,450 shares, A. R. Ireland. 

Same date, Certificate 27, issued for 139 
shares to Florence Anderson. 

Same date, Certificate No. 28, issued for 193 
shares, J. Howard Edgerton. 

Same date, Certificate 29 for 2438 shares, 
issued to William Leffert. 

On August 30th—no, August 18, 737, Certifi- 
eate No. 30 issued for 2,440 shares to J. L. 
Smale. 
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On August 18, 1937, Certificate No. 31 for 
872 shares issued to R. W. Starr. 

On the same date, Certificate No. 32 for 1,160 
shares issued to E. C. Thomas. ]414] 

On December 21, 1937, Certificate No. 33 for 
5,000 shares to Mary Starr Brayton. Oh, yes, 
that is correct. It was transferred from 24, 
from W. 8S. Brayton to Mary Starr Brayton. 

Certificate No. 33 was cancelled on August 
14th, 1939, and re-issued as Certificate No. 34, 
2,500 shares, to Mary Starr Brayton, Certificate 
No. 35, 1,250 shares to R. W. Starr, and Cer- 
tificate No. 36, 1,250 shares to Julia Starr 
Kekert.’’ a 


The witness further testified: That as of August 
31, 1940, the date of the dissolution of the Invest- 
ment Finance Company, the stock outstanding was 
as follows: 7 

‘*2500 shares in the name of Mary Starr 
Brayton; 1250 shares, Julia Starr Eckert; 1410 
shares, E. C. Thomas; 2690 shares J. L. Smale; 
1,349 shares Florence Anderson; 260 shares C. 
W. Twombly; 6800 shares A. R. Ireland; 2348 
shares William Leffert; 10 shares C. E. Berry; 
9672 shares R. W. Starr; 2109 shares J. How- 
ard Edgerton, totalling 31,398. And 1000 shares 
standing in the name of First Security Deposit 
Corporation.’’ 

‘*My. Campbell: J wish to read from the min- 
utes of the First Security Deposit Corporation, 
plaintiff’s Exhibit 18. 
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‘“‘The regular meeting of the Board of 
Directors of the First Security Deposit 
Corporation, May 20, 1936. 

The following directors were present: 
‘Messrs. R. W. Starr 

E. C. Thomas 

A. R. Ireland 
William Leffert 
W.S. Brayton 

C. E. Berry [415] 
C. W. Twombly 


In addition to the directors, Mr. J. L 
Smale and Mr. J. Howard Edgerton were 
present.’ 


Reading in part— 

‘On motion of Mr. Thomas, seconded by 
Mr. Leffert, and carried, it was resolved 
that Mr. Twombly, or in his absence, Dr. 
Starr, vote the stock owned by this cor- 
poration in the Investment Finance Com- 
pany until such authority be revoked.’ 


The minutes are signed by R. W. Starr, 
Chairman, and C. W. Twombly, Secretary.”’ 


The witness further testified: I have examined 
the records of the Investment Finance Company 
for the purpose of ascertaining the amount of all 
bonds turned over from the Investment Finance 
Company to the First Security Deposit Corpora- 
tion. I have examined the books and records of the 
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First Security for the purpose of ascertaining the 
reception of such bonds by the First Security; L 
have also ascertained therefrom the amount of 
eredit given to the Investment Finance Company 
for such bonds. Bonds were turned over from the 
Investment Finance Company to the First Secur- 
ity Deposit Corporation for other purposes than 
payment of the principal and interest of the obli- 
gation existing between the two companies. I ascer- 
tained whether or not bonds were turned over from 
the Investment Finance to the First Security for 
the purchase of trust deeds. The books and records 
of the Investment Finance Company reflected the 
acquisition of real estate from the First Security; 
the books reflected a total of nine parcels which 
includes the two that were previously testified to; 
the seven other pieces were acquired by the Finance 
Company from the First Security between June 1936 
and January 1937. The total book value of this 
real estate as reflected by the books of the First [416] 
Security Deposit Corporation was $20,925.90. The 
consideration paid by the Investment Finance 
Company to the First Security were collateral trust 
bonds of the First Security, having a face value in 
the principal amount of $21,511.38. Credit was 
given for such bonds in that face principal amonnt 
upon the books of the First Security Deposit Cor- 
poration. The books of the Investment Finance re- 
flected the disposition of such real property. This 
real estate acquired by the Investment Finance was 
set up upon its book at the cost of the collateral 
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trust bonds traded for the real estate. The net 
total received by the Investment Finance Company 
in the sale of these seven pieces of property, was 
$21,051.50, and reflects a profit according to the 
books of $7,223.87. 

The witness was asked what the books reflected 
as to what the cost of such First Security Trust 
Bonds were to the Investment Finance Company, to 
which question an objection was made that the cost 
of the bonds to the Investment Finance Company 
was wholly immaterial, which objection was over- 
ruled and an exception noted; and the witness an- 
swered, $13,827.63. 

‘““Mr. Irwin: I think the point was raised 
at the outset, that it is understood that there 
is an objection as to hearsay, I believe on 
thse * -*"* | 

The Court: The objection may be con- 
sidered to be made on behalf of all defendants 
to this question, and any future question with 
regard to these books that they are hearsay, 
the objection will be overruled; exception al- 
lowed; and subject to a motion to strike.”’ 


The witness further testified: That the books and 
records of the Investment Finance reflected the 
acquisition of the First Trust deeds from the First 
Security Deposit. Between the [417] dates of No- 
vember 1, 1938, and April 24, 1939, the Investment 
Finance acquired 37 trust deeds according to their 
books, from First Security. 
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‘Mr. Campbell: At this time I wish to read 
from Plaintiff’s Exhibit 36, certain minutes of 
the Board of Directors of the First Security 
Deposit Corporation, reading from the regular 
meeting of the Board of Directors of the First 
Security Deposit Corporation of November 16, 
1938: 

‘The following directors were present: 
Messrs. R. W. Starr 
E. C. Thomas 
A. R. Ireland 
C. W. Twombly 
William Leffert.’ 


Reading in part: ‘Upon motion of Mr. 
Thomas, seconded by Mr. Twombly, and carried, 
the sale of 13 first trust deeds (as listed below) 
in the sum of $13,407.62 to the Investment 
Finance Company for First Security Deposit 
Corporation collateral trust bonds and interest 
in the amount of $13,409.09, the balance to be 
applied against accounts receivable, was ap- 
proved: No. 1030, Algiers, No. 1035, Elliott; 
No. 2099, Foster; No. 2002, Hutton; No. 2005, 
Jackson, No. 2007, Maly; No. 2004, Moore; No. 
9041, Olsen; No. 2001, Sandifur; No. 430, 
Stark; No. 2003, Swanston; No. 1034, Wixen; 
and No. 2008, Wright.’ 

Such minutes being signed ‘R. W. Starr, 
Chairman.’ 

Reading from the regular meeting of the 
Board of Directors of the First Security De- 
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posit Corporation of December 21, 1938: [418] 
‘The following directors were present: 
Messrs. R. W. Starr 
A. R. Ireland 
E. C. Thomas 
William Leffert. 
Absent : 
Mr. C. W. Twombly. 


In addition to the directors Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’ 

Reading in part: ‘On motion of Mr. 
Thomas, seconded by Mr. Leffert, and ecar- 
ried, the sale of six first trust deeds (as 
listed below) in sum of $3,651.47 to the In- 
vestment Finance Company for First Sec- 
urity Deposit Corporation collateral trust 
bonds and interest in the amount of $3,744, 
the balance to be applied against accounts 
receivable, was approved: 

No. 82, Simmons; No. 617, David, and 
No. 766, Citizens Securities Company.’ 

Minutes being signed by ‘R. W. Starr, 
Chairman.’ 


Reading from the minutes of the regular 
meeting of the board of directors of the First 
Security Deposit Corporation, meeting of Feb- 
Tuary 15,939: 
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‘The following directors were present: 
Messrs. R. W. Starr 
E. C. Thomas 
A. R. Ireland 
J. L. Smale 
William Leffert. 


In addition to the directors Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’ Reading in part: 

Reading from the regular meeting of the 
board of directors of the First Security 
Deposit Corporation meeting of January 
18, 1939: 

‘“The following directors were present : 

‘‘Messrs. R. W. Starr 

‘fA, R. Ireland 
‘By. C. Thomas 
“William Leffert. 


‘‘In addition to the directors, Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’’ Reading in part: ‘‘On motion 
of Mr. Ireland, seconded by Mr. Leffert, 
and carried, the sale of three first trust 
deeds (as listed below) in the sum of $3,- 
651.47 of the Investment Finance Company 
for First Security Deposit Corporation 
collateral trust bonds and interest in the 
amount of $3,744, the balance to be applied 
against accounts receivable, was approved: 
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‘‘No. 82, Simmons; No. 617, Dovid, and 
No. 768, Citizens Securities Company.”’ 

Minutes being signed by ‘‘R. W. Starr, 
Chairman.’’ [419] 

‘On motion of Mr. Ireland, seconded by 
Dr. Starr, and carried, the sale of three 
first trust deeds (as listed below) in the 
sum of $3,251.11 to the Investment Finance 
Company for first Security Deposit Cor- 
poration collateral trust bonds and interest 
in the amount of $3,328, the balance to be 
appled against accounts receivable, was 
approved: No. 2015, Pritchard; No. 892, 
Johnson; and No. 624, Brown.’ 

Such minutes were signed by ‘J. L. 
Smale, Chairman.’ 

Regular meeting of the Board of Directors 
of the First Security Deposit Corporation, 
meeting of March 15, 1939: 

‘The following directors were present: 

Messrs. R. W. Starr 

J. L. Smale 

E. C. Thomas 
A. R. Ireland 
Willia Leffert 


In addition to the directors, Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’ 


Reading in part: 
‘On motion of Mr. Ireland, seconded by 
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Mr. Thomas, and carried, the sale of 10 
first trust deeds as listed below in the sum 
of $20,444.73 to the Investment [Finance 
Company for First Security Corporation 
collateral trust bonds and interest in the 
amount of $21,442.00, the balance to be 
applied against accounts receivable, was 
approved: No. 600, Bonang; No. 2031; 
Cugno; No. 2047, Elkridge ; 203, Gott ; 2040, 
Hefner; 2042, Johnson; 798, Nicholson ; 
2028, Wetterer ; 2049, Longstreet ; and 2048, 
Barbato.’ [420] 


The minutes being signed, ‘J. R. Smale, 
Chairman.’ 

Minutes of regular meeting of Board of Di- 
rectors of the First Security Deposit Corpora- 
tion meeting of April 19, 1939: 

‘The following directors were present: 
Messrs. R. W. Starr 

J. L. Smale 

E. C. Thomas 

A. R. Ireland 

William Leffert. 


In addition to the directors, Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’ Reading in part: 

‘On motion of Mr. Leffert, seconded by 
Mr. Thomas, and carried, the sale of two 
first trust deeds as listed below in the sum 
of $3,093.15 to the Investment Finance 
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Company for First Security Deposit Cor- 
poration collateral trust bonds and inter- 
est in the amount of $3,672, the balance 
to be applied against accounts receivable, 
was approved: No. 122, Boyd, No. 730, 
Croot.’ 

The minutes being signed ‘J. L. Smale, 
Chairman.’ [421] 


The witness further testified: That the records 
of the Investment Finance Company reflected the 
acquisition of the Trust Deeds referred to in the 
minutes from the First Security Deposit. The 
books reflected a disposition of the Trust Deeds 
by the Investment Finance Company after their 
acquisition; two weeks was the longest any such 
trust deed was held by the Investment Finance 
Company; they were sold to the California Federal 
Savings and Loan Association. 

‘‘@. And for what were they sold? That 
is to say, what was the consideration received ? 

Mr. Irwin: Pardon me, your Honor. I 
think this is another name, and J should inter- 
pose another objection at this time on the 
ground if immateriality and not within the 
issues. 

The Court: Objection overruled. The ob- 
jection is made on behalf of all of the defend- 
ants, and overruled, and exception allowed, and 
subject to a motion to strike if not properly con- 
nected up. 

The Witness: Sold for cash.’’ 
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The witness further testified: That the face 
value of the trust deeds at the time of their acquisi- 
tion as reflected by the books was $54,181.50; that 
the consideration paid for the trust deeds by the 
Investment Finance Company were collateral bonds 
of the First Security; that the face amount of such 
collateral trust bonds plus accrued interest, was 
$54,181.50. That the books of the Investment Fi- 
nance Company reflected that its cost for such col- 
lateral trust bonds was $38,699.20. That during 
the time the Investment Finance Company held 
such first trust deeds prior to their sale to the Cali- 
fornia Federal Savings and Loan Association, they 
received on account of such trust deeds $147.30 to 
apply on the principal, in advance payments of in- 
terest $18.15, making [422] a total of $165.45. The 
amount of cash received by Investment finance 
Company from California Federal Savings and 
Loan for such trust deeds was $54,016.05. The 
books and records of the Investment Finance Com- 
pany reflected a profit to the Investment Finance 
of $15,482.30. The trust deeds were set up on the 
books of the Investment Finance Company at $54,- 
181.50. 

‘The Court: And what do the books of the 
Investment Finance Company show as the cost 
of those bonds? 

The Witness: $38,699.20. 

The Court: And the difference between that 
and the price at which they were taken over 
by First Security less the cash received in the 
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meantime, was the item which was placed on 
the books of Investment Finance as the cost 
of the property and the difference was carried 
on profit and loss account; it that correct? 

The Witness: Yes, sir, that is correct. 

The Court: Now, gentlemen, may it be stipu- 
lated, as sometimes counsel quite naturally for- 
gets to say, according to the books that all of 
the testimony of this witness, if that is the fact 
—and I shall ask him—he is testifying not as 
to his opinion but as the books show; is that 
correct ? 

The Witness: Yes, sir, that is correct. 

The Court: May it be so stipulated, gentle- 
men ? 

Mr. Irwin: That we understand him to be 
so testifying, your Honor? 

The Court: Yes, that you understand him to 
be so testifving.”’ 


The witness further testified: From an exam- 
ination of the books of the Investment Finance 
Company, I ascertained the total amount of bonds 
turned over from the Investment Finance Com- 
pany to the First Security Deposit and applied on 
the debt, [423] both principal and interest, exist- 
ing between the two companies, and applied on the 
purchase of these trust deeds. The face amount 
of such bonds applied on the principal would be 
$39,974.17; the face amount plus accrued interest 
would be $46,090.88. The amount of bonds during 
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the year 1937, both face amount and accrued inter- 
est turned in for eredit on account of interest on 
the obligation during that year was $6,978.90. The 
cost of the Investment Finance Company of all such 
bonds was $33,012.31. 

“Q. Referring to the year 1938, what was 
the face amount, plus accrued interest if credit 
was given for accrued interest, of bonds turned 
over from the Investment Finance Company 
to the First Security Deposit Corporation for 
credit on the principal of the debt? 

A. $47,644.88.” 


The witness further testified: That the amount 
of bonds and accrued interest applied on interest 
on that debt was, $7,513.94. That $23,740.94 was 
the amount of bonds utilized in the purchase of 
trust deeds. The total of the face amount of bonds 
plus accrued interest applied on debt, interest and 
trust deeds amounted to $49,684.13. The total face 
value plus accrued interest was $78,899.76. The 
eost of the Investment Finanee Company of such 
bonds was $49,684.13. 

The witness further testified: As to the year 
1939, the total face and accrued interest of bonds 
turned over from the Investment Finanee Company 
to the First Security and applied on the principal 
of the debt was $83,976.20; the amount applied on in- 
terest $2,753.71; the amount applied on trust deeds, 
$30,440.56. That the face value plus aggregate in- 
terest of all sueh bonds was $117,170.47, to which 
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eredit was given in that amount. That the cost of 
such bonds to the Investment Finance Company was 
$79,440.80. The face value and accrued interest for 
which credit was given by [424] the First Security 
to the Investment Finance for these bonds for the 
three years amounted to $249,140.01; the cost to 
the Invesment Finance of all such bonds was $162,- 
141.24, or a difference of $86,998.77. 

“By Mr. Campbell: 

Q. Mr. Bruce, you have also testified con- 
cerning bonds which were turned over for real 
estate in the face amount of $21,511.38; and you 
testified yesterday concerning bonds which were 
turned over at cost to Investment Finance 
Company ? A. Yes. 

®. Bearing those figures in mind as well, 
what was the total face amount of all bonds 
turned over from the Investment Finance Com- 
pany to the First Security Deposit Corporation ? 

A. $240,929.99. To that amount accrued in- 
terest was added to which credit was given to 
the Investment Finance of $36,217.25. The 
total amount of credit given by First Security 
to the Investment Finance on account of such 
bonds and accrued interest was $277,147.24. 
The cost of all such bonds to the Investment 
Finance was $179,005.66. The difference be- 
tween such cost and the total amount of credit 
given is $94,682.52.”’ 


The witness then stated that he desired to make 
a correction in his previous figure, and _ testified 
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that concerning the total value of all bonds for 
which eredit was given from the Investment Fi- 
nance Company to the First Security, the figure 
should be $273,688.18. 

‘“Mr. Campbell: At this time, if the Court 
please, I am going to offer as to the Defendants 
Edgerton, Twombly, a document bearing date 
of January 3rd, 1936 and bearing the signa- 
tures, ‘Investment Finance Company, by [425] 
J. H. Edgerton, Vice-president, By C. W. 
Twombly, Secretary,’ and ‘Pierce Petroleum 
Corporation, by J. H. Edgerton, President, by 
C. W. Twombly, Secretary,’ which I am offer- 
ing on the basis of the signatures and the ma- 
teriality of the document as will appear to the 
Court from examination of the document as 
to these two defendants. 

Mr. Adams: To which we object, your 
Honor, on the grounds formerly stated as to 
the materiality. 

The Court: The objection will be overruled 
and exception allowed, subject to a motion to 
strike.’’ 

Mr. Campbell: May I suggest that I take up 
some other matter during the time that we 
have and we can take that up later. At this 
time I wish to read from the minutes of the 
Investment Finance Company. I am reading 
from the minutes of the Board of Directors 
(plaintiff's Exhibit 36) meeting of December 
21, 1938. 
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‘The following Directors were present: 
R. W. Starr, 

A. R. Ireland, 

E. C. Thomas, 

J. L. Smale, 

Absent : 

Mr. C. W. Twombly. 


In addition to the directors, Mr. J. H. 
Edgerton and Miss Florence Long were 
present.’ 


Reading from such minutes in part: 

‘On motion of Mr. Smale, seconded by 
Mr. Thomas and earried, it was resolved 
that Mr. Twombly’s resignation as director 
of this Corporation be accepted. 

On motion of Mr. Thomas, seconded by 
Mr. Smale [426] and carried, it was re- 
solved that Mr. H. Dean Campbell be em- 
ployed to make an audit of the books of 
this Company.’ 


The minutes being signed, ‘R. W. Starr, 
Chairman.’ 

Reading from the same Exhibit, the meeting 
of the Board of Directors of the Investment 
Finance Company of March 15, 1939: 

Mr. Irwin: * * * * That is a matter 
I would like to make an objection to and it 
concerns an exhibit concerning which there is 
igiiotlon to strikes =) *" “172 


(The jury retired from the Court Room.) 
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“The Court: Now, in connection with this 
letter of January 3rd, 1936, which is a letter 
between Investment Finance and Pierce Pe- 
troleum, as I understand it, you do not pro- 
pose to connect that up with any of the other 
defendants ? 

Mr. Campbell: Not the letter itself, your 
Honor. I propose to show in that connection 
that the Defendants Edgerton and Twombly 
were the principal stockholders of the Pierce 
Petroleum Corporation as set forth in the 
minutes which I have offered there and which 
are signed by the two defendants, holding some 
300 of the 405 outstanding shares of stock of 
that corporation. 

We will undertake to show that large loans 
were made by the Investment Finance Com- 
pany of funds which had in turn been received 
from the First Security Deposit Corporation 
to this Pierce Petroleum Corporation, which 
funds resulted in a loss of all but a very nom- 
inal amount as set forth on the books of In- 
vestment Finance Company. [427] That is the 
nature of the testimony. 

Now, as to this latter subject to which I am 
now directing myself, I am proposing to read 
—first, I have read minutes showing the ap- 
pointment of one H. Dean Campbell as audi- 
tor or to make an audit of the books of the In- 
vestment Finance Company. I am _ proposing 
to read at this time the minutes of the Invest- 
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ment Finance Company showing the receipt 
and discussion of such report by the Board of 
Directors. Thereafter, I intend to read such 
Exhibit which has heretofore been placed in 
evidence as Plaintiff’s Exhibit 46, which was 
the report referred to and which has heretofore 
been identified by the witness Long as being a 
communication of this on or about February 
25, 1939, to these Board of Directors of the 
situation relative to their companies and show- 
ing, if at no other time, showing on the part 
of all of them knowledge of their circumstances. 

The Court: Let’s go back first to this let- 
ter of January 3rd, which seems to be a little 
different. 

Here is a letter signed by Investment Finance 
Company and addressed to Pierce Petroleum 
and consented to by Pierce, signed by Edger- 
ton as vice-president of Investment, and Twom- 
bly as secretary, and consented by Edgerton 
as President of Pierce, and Twombly as secre- 
tary of Pierce. 

f am a little at loss to understand the plain- 
tiff’s position. It proposes, as I understand 
it, that that will be introduced as binding upon 
Edgerton and Twombly, under all counts. Now, 
all of the substantive counts are predicated on 
a scheme to defraud and the use of the mails. 
The conspiracy count. we are all familiar with 
that. 

Now, is this letter here of January 3rd sup- 
posed to be one of the items going to show the 
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existence of the [428] conspiracy, or is it going 
to show the carrying out of the conspiracy, or 
is it intended to show the scheme under the 
substantive counts? Just what is the purpose 
of it? 

Mr. Compbell: Well, I might state, your 
Honor, that it is simply offered as one of the 
chain of circumstances by which the Govern- 
ment contends that these defendants, having 
diverted the assets, money and assets of the 
First Security Deposit Corporation into this 
Investment Finance Company, that they con- 
sidered that money as their own and treated it 
as their own, making such investments in en- 
terprises in which they were personally inter- 
ested, and as illustrative of their intent in con- 
nection with those assets. 

However, it was offered, as I state, as one 
of many cireumstances from which the jury 
can infer and draw the approximate intent of 
these defendants in the use of this money. 

In other words, the use to which the money 
was put after it was taken from the First 
Security Deposit Corporation is illustrative of 
the intent with which it was taken and it is 
in that connection that this particular Exhibit 
and subsequent Exhibits of a similar character 
will be offered. 

Mr. Lawson: Your Honor, in that connec- 
tion it would have been very easy for the Gov- 
ernment to have alleged that in the indictment, 
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which they have not done. The completed of- 
fense is the advancing of money or property 
to the Investment Finance Company and there 
it stops. Now, it would have been very easy 
in the language stated here by Mr. Campbell, 
to have charged the defendants here with that, 
if that is the crime with which they intend to 
charge us. That is the point. 

Secondly, the character of the evidence of- 
fered here [429] has no evidentiary value so 
far as the scheme as alleged in the indictment 
itself, and at most all that could be said of it is 
that it shows a collateral or side agreement be- 
tween two of the defendants which doesn’t 
affect the general scheme. 

There may be other such instances through- 
out the course of the affairs of which we are 
talking here, but it doesn’t address itself to 
the scheme as alleged in the indictment. It is 
an entirely different crime. And that is why 
I think that Mr. Campbell has been in error 
in his conception of the relationship of some 
of these things about which he has been talking 
to the main charge as continued in the indict- 
ment. At most it would be a scheme of a con- 
spiracy within a conspiracy, as your Honor 
well knows, which cannot be produced against 
us under a charge of this character. 

% *¥ % -*¥ % % * 

Mr. Campbell: The evidence, which is now 
offered is simply, you might say, a part of the 
res gestae in that it is showing the use to which 
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the money, which he had converted, was put; 
and is therefore offered on the intent with which 
he had converted the money of the First Se- 
eurity Deposit Corporation. 

He is not here charged with converting the 
assets of the Investment Finance Company, 
nor are we raising any question, nor is there 
raised in the indictment any question as to the 
propriety as between himself and the Invest- 
ment Finance Company, but it is offered as 
illustrative of the intent with which he had 
first converted under the terms of the indict- 
ment and the bill of particulars, converted 
assets to the Investment Finance Company for 
the purpose of using them to his own profit. 

[430] 
* * ¥ *& 5 * & 

We feel that we are entitled to show that they, 
once having received the funds, that we 
shouldn’t stop short there and say, ‘Now, there 
is your case,’ but that we have the right to go 
the step further and show that they were using 
those funds to their own individual use and 
profit. 

The Count: * * * Now, so fat as divers 
other ways are concerned, I think the position 
of counsel for Twombly is sound, that the Gov- 
ernment is limited to those transactions insofar 
as proof against Twombly is concerned. 

There is this one other element, however: 
The indictment says that the defendants under 
the pretense of loans did convert and divert to 
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their own use. I have no way of knowing 
whether this evidence is intended to come 
within the charge of the indictment of pretense 
of loans. 

Mr. Campbell: May I state, your Honor, in 
that connection there were only three methods. 
I wish to be frank with the Court in this re- 
gard. There are only three methods by which 
property of the First Security Deposit Com- 
pany was diverted away from it. There were 
the loans concerning which testimony has gone 
in, by the real estate transactions, and by the 
trust deeds, all of which have now been covered 
in the testimony. 

It is not the claim of the Government, and it 
is not the fact that money was loaned from the 
First Security Deposit Corporation to the 
Pierce Petroleum. However, the proof and the 
facts now show that certain large sums of 
money of the First Security Deposit Corpora- 
tion were loaned or transferred to the Invest- 
ment Finance Company, a company in which 
the defendants had a large stock ownership. 
* * * This testimony is offered not as to [4381] 
conversion at all, but it is offered for the pur- 
pose of showing the state of mind, the intent, 
of these individuals in regard to the money and 
property which they had theretofore converted. 
gs * * % % % * 

The Court: * * * It is a question in my 
mind as to whether this may conceivably come 
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under the phase of the charge under the pre- 
tense of loans. 

Mr. Campbell: I do not claim it does, your 
Honor. 

The Court: You do not claim it does? 

Mr. Campbell: No, sir, I do not. 

The Court: I wanted to be sure of your 
position in that. * * * It may be that this is one 
element which the jury might be entitled to con- 
sider as against all of the defendants having to 
do with the scheme of the conspiracy; that I 
don’t know because it hasn’t been offered for 
that purpose, but I don’t believe it is proper 
for the Government to limit itself im that 
way oe Gy 

Mr. Campbell: JI will make my offer as to 
all defendants * * *. 

The Court: Now, as I understand it, so far 
as this particular testimony is concerned, the 
offer now being made as against all of the de- 
fendants only on the matter of intent. 
a0 % % & * % & 

Mr. Irwin: (Makes Statement.) 

The Court: Let me see if I understand this. 
A man down in Long Beach owed the Invest- 
ment Finance Company a considerable amount 
of money which he had been borrowing for the 
financing of automobiles, and he was unable to 
pay the obligation to the Investment Finance 
Company, but he said to them, ‘I have an oil 
well that [432] looks like a live prospect. I 
wish you would investigate and I will turn this 
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over to you at the right kind of a price in pay- 
ment for some of my obligations to the Invest- 
ment Finance Company.’ 

The Investment Finance Company made an 
investigation and determined that it might be 
a way of salvaging their account. So they put 
in Twombly and Edgerton on the Board of Di- 
rectors of the Pierce Petroleum Company to 
operate it without Edgerton or Twombly hav- 
ing any individual interest in the Pierce Petro- 
leum Company, and the interest that they rep- 
resented was the interest of the Investment 
Finance Company. 

Mr. Irwin: That is my understanding at the 
outset. 

Mr. Lawson: I think in that connection, my 
understanding is that the stock was issued so 
as to retain control by Twombly and Edgerton 
until the deal had been worked out, whatever 
the amount was. 

The Court: It was all money of the Invest- 
ment Finance Company, or money of Edgerton 
and T'wombly personally ? 

Mr. Lawson: Investment Finance Company, 
your Honor, I think was responsible for every- 
thing in connection with it. 
ae * Se * ee & ee 

Mr. Irwin: It was a producer, then they 
lost some of their tools and additional money 
was spent in a fishing job. They never got the 
job back and it watered up. I understand they 
sold it for salvage and somebody took it over. 
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Mr. Adams: May I interrupt you to sug- 
gest that you might add as part of that history 
that the Investment Finance Company then 
foreclosed. They had also taken a chattel mort- 
gage on the rig and tools and they foreclosed 
that chattel mortgage and took back to them- 
selves the [433] proceeds thereof to partially 
reimburse themselves for the loss sustained. 

The Court: * * * Now, the offer has been 
made as to all defendants in connection only 
with the one element of the offense, as charged 
in the 16 counts of the indictment, namely, in- 
tent. 

It has always been my understanding of the 
law that the specific items having to do with 
intent need not be alleged in the indictment and 
need not be set forth in the Bill of Particulars; 
if the Bill of Particulars is requested on that 
score, and if it was requested heretofore, 1t is 
denied. | 

It is my understanding of the law that you 
ean’t so limit the Government on the question 
of intent; that the Government may go so far 
and have been permitted in many instances to 
go as far as to prove other similar offenses, not 
for the purpose of showing that the defendant 
committed those particular offenses but for the 
purpose of showing intent. Therefore I rule 
out the objection that the items of intent must 
not be shown in the face of the indictment and 
the bill of particulars. * * * 
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If the Government wants to introduce that 
evidence, I think they have a right to, so long, 
as I explained to this jury, and I most cer- 
tainly shall explain to them as soon as I get 
them back here, that this evidence which is 
presently pending before the Court is only go- 
ing to show intent and is not evidence to show 
any of the other elements of either the sub- 
stantive counts or the conspiracy count of the 
indictment. * * * 

The matters having to do with Pierce Petro- 
leum being now offered only to show intent, it 
is my view that they are clearly admissible un- 
der proper instructions to the [484] jury, and 
I so rule and exceptions will be allowed to de- 
fendants. 

Mr. Irwin: * * * May I restate the objec- 
tion? 

The Court: Restate the objection. * * * 

Mr. Irwin: I object, may it please the 
Court, to this offer of evidence with reference 
to the Pierce Petroleum, on the grounds that 
it is immaterial, incompetent, hearsay, not 
within any of the issues of the indictment and 
that in connection with the objection of incom- 
petency, that no foundation has been shown 
with reference to the defendants Starr, Smale, 
and ‘Thomas. 

Might it be deemed, your Honor, that this 
objection is made in the presence of the jury 
before the evidence was in and that it need not 
be repeated to this entire line of testimony? 
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The Court: It may be so stipulated, gentle- 
men ? 

Mr. Campbell: So stipulated. 

* * * * * x * 

Mr. Adams: I wish to add, your Honor, the 
objection to these documents that he had had 
handed up, that there is no foundation laid for 
the introduction of the minutes book or of that 
other document that Mr. Campbell handed to 
counsel for examination. JI don’t know the 
number of that or whether it has a number. 
Has it a number, Mr. Campbell? That letter? 

Mr. Campbell: The minutes book was given 
84 for identification, but I am offering, how- 
ever, only one of the minutes there and offer- 
ing it on the basis of the signatures of the de- 
fendants Edgerton and Twombly and the same 
is true as to the other documents. 

Mr. Adams: As to those documents that Mr. 
Campbell has now mentioned, I wish to add the 
further objection of no foundation. [435] 

“The Court: The objection on the ground 
of lack of proper foundation for the admission 
of the minute book is sustained. The only wit- 
ness who testified as to the books of the com- 
pany testified as to her knowledge from the 
first of January, 1939, so that there is no 
foundation laid as yet prior to that time. 

Mr. Campbell: If the Court please, in that 
connection, as I think I stated, and as it has 
heretofore been stipulated as to the signatures 
of these two defendants 
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The Court (Interrupting): J am only rul- 
ing on the admissibility of those particular 
minutes prior to January 1, 1939. 

My. Campbell: JI am only offering one min- 
ute of this book, your Honor. I am not offer- 
ing the entire book. I am offering only the 
minutes of the stockholders meeting of Feb- 
ruary 19, 1937, which minute is signed by the 
defendants Edgerton and Twombly, and I am 
offering it on the basis of the signatures of the 
defendants which have heretofore been stipu- 
lated to. 

Mr. Adams: The stipulation, your Honor, 
that the signatures of the defendant only went 
to this extent as I took it, that if evidence was 
competent and proper and material and in all 
other respects properly introducible and intro- 
duced, that then the stipulation as to the signa- 
tures would apply. That was my intention and 
that is my understanding of the stipulation. 

Mr. Lawson: JI would like to get myself on 
record before it gets so far away. 

Mr. Adams: If that is not the situation, I 
would like to withdraw any further stipulation 
that is to be taken advantage of to that ex- 
tent, because I never lent it to that extent and 
I believe the record will bear me out. [436] 

Mr. Lawson: I wish to adopt the objections 
of all counsel who have heretofore stated their 
objections and, of course, restricting the bill of 
particulars as made by Mr. Adams, and add 
the objection on behalf of the defendants Ed- 
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gerton and Ireland that it is an attempt to 
prove a conspiracy within a conspiracy, a 
scheme within a scheme, and not the scheme 
for the conspiracy as alleged in the indictment. 

Further, that the evidence cannot be in the 
ease of this type be received as to any par- 
ticular defendants and excluded as to others, 
because the very nature of the offense is a joint 
offense. 

And in this connection, your Honor, I wish 
to have clarified the position of the plaintiff in 
regard to its use of the term ‘intent.’ Mr. 
Campbell stated at one time in the course of 
his argument that it was to anticipate the de- 
fense of good faith. Now, I want to find out 
if that is a correct statement. I mean, did I 
understand counsel correctly to state that? 

The Court: I don’t think they should be re- 
quired to do that other than to have rulings on 
interruptions. 

What was your understanding of the stipula- 
tion as to the genuineness of the signatures of 
vour ¢lients ? 

Mr. Lawson: Wherever they appear I will 
stipulate those are the signatures of my clients. 

The Court: Did you intend by that stipula- 
tion that any documents signed by them would 
be admitted in evidence as being genuine docu- 
ments as they purport to be or only that those 
were the proper signatures and that outside 
proof had to be introduced as to the genuine- 
ness of the document? 
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Mr. Lawson: Well, the signature, of course, 
naturally, if it was the signature of the de- 
fendant, that it went to the extent of the docu- 
ment which was signed.’’ [437] 

The Court: My understanding of the stipu- 
lation, that where a document was signed and 
you are able to identify the signature, that you 
stipulated that that was an admissible and com- 
petent document subject, however, to your 
right to establish the fact that there was a 
forgery or that there was something wrong 
about the matter which you had a right to do 
as a part of your ease. 

Mr. Lawson: I don’t stipulate it is com- 
petent evidence or admissible for the purpose 
of this case. 
ee * oe ay * ae * 

Mr. Lawson: I would like to get into the 
record also before the final ruling in regard to 
the purpose for this evidence as announced by 
Mr. Campbell which he has stated as for the 
purpose of showing intent, and I object further: 
on the ground that it is not in any manner 
tending to establish specific intent, which is re- 
quired, and that is the specific intent to violate 
the law in the manner as described in the in- 
dictment. In other words, the crime as charged, 
and that a mere state of mind has no place in 
a case of this kind; it is wholly immaterial; and 
further that in the event that counsel for the 
Government is uable to show by this evidence 
and what he may introduce to follow it up, un- 
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less he can show that the money or the prop- 
erty that he claims was diverted, found itself 
into the possession of either the defendants Ed- 
gerton and Ireland as alleged in the indictment, 
and that it will only establish probably lack of 
judgment or mistake of judgment or manage- 
ment, upon the theory of the Government to 
show that there was a diversion of funds or 
property as alleged in the indictment, that it is 
an error that can not be cured. 

We believe that we would be entitled to a 
mistrial, [438] because I doubt very much, as 
I have urged before, your Honor, that the char- 
acter of this evidence is such that it cannot be 
eured by any admonition of the Court. 

Mr. Adams: May I speak about this stipula- 
tion, your Honor? 

To stipulate that because the document has 
the signature of Mr. Twombly on it that it 
might go in, it simply waives my right to make 
the objections I have been making. In other 
words, { have been making, for instance, lack 
of foundation, some immateriality, some incom- 
petency. There is no need of making those ob- 
jections as to any documents that he has his 
name on, if by that stipulation I have robbed 
myself of all of the efficacy of all those objec- 
tions. And I definitely want to say that as far 
as my recollection of this transcript is con- 
eerned, I have not made such a stipulation. * * * 

3ut [am perfectly willing to stipulate that 
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if and when the Government has established the 
right to introduce evidence under the ruling of 
your Honor subject to the objections that may 
be made, that then after your Honor has ruled 
that that evidence is admissible, then I would 
be glad in each and every instance to stipulate 
to the signature of my client, but I am not go- 
ing to by so stipulating now with all my right 
of objection. 

Do I make myself clear at this time, your 
Honor? 

The Court: Yes. You may call the jury. 

Mr. Irwin: I would like to make a state- 
ment as to the auditor’s Exhibit 46. 

The Court: Yes. You may make your points 
with regard to that now while the jury is com- 
ing down. I went through all of this. JI am 
very familiar with the comments. 

Mr. Irwin: Very well. I move at this time, 
may it [4389] please the Court, that the admis- 
sion of that document 46 might be considered 
as having been stricken for the purpose of in- 
terposing this objection, that that portion of 
46, which contains the comments of the auditor, 
Mr. Campbell, as distinguished from the audit, 
are opinions and conclusions, and cannot be 
binding on any of the defendants that I repre- 
sent. It is a very serious question. 

Mr. Lawson: I join in that motion on the 
grounds as stated. 

The Court: I will rule on that later.” 
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(The Jury returns and the following pro- 
ceedings were had in their presence :) 
\ 


“The Court: Now, the matters before the 
Court are the minutes of the stockholders’ meet- 
ing of the Pierce Petroleum Corporation under 
date of February 19, 1937. That was just one, 
wasn’t it? 

Mr. Campbell: Yes. 

The Court: Exhibit 84. And the letter 
dated January 3, 1936 passing between Pierce 
Petroleum Corporation and Investment Finance 
Company. The Court rules that both of these 
documents are admissible to show intent. 

You may now ask for a stipulation as to 
signature. | 

Mr. Adams: We wish an exception to the 
ruling. 

The Court: You may have the exception. 

You may ask for Mr. Adams’ stipulation as 
to the signatures. 

Mr. Campbell: At this time I will ask if it 
may be stipulated. 

Mr. Lawson: For the purpose of the record 
may we [440] have an exception? 

The Court: Yes, it hasn’t gone in. I will 
take care of that when the time comes. Give 
them numbers for identification now. 

The Clerk: The letter will be plaintiff’s Ex- 
hibit 180 and the minutes 181. 

Mr. Campbell: Might it be stipulated that 

Mr. Adams: May I ask a question first? 
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Your Honor, in admitting these minutes, your 
Honor is admitting them over the objection of 
no foundation? 

The Court: No. It was my understanding 
that these documents which were being shown, 
signed by any of the defendants, that they were 
to be admitted on the stipulation of the signa- 
ture, and I have been following that policy. 

You said that you would now, if you ever en- 
tered into such a stipulation, withdraw from it, 
and would insist upon the Court’s first passing 
upon it materiality, and then you wanted it 
handed to you, and rather than require a hand- 
writing expert to prove Twombly’s signature, 
then you would then determine what you would 
do about it. 

Now, I haven’t admitted this in evidence. I 
have simply ruled it is material on the ques- 
tion of intent. I have asked counsel to submit 
it to you, and ask you whether you are willing 
to stipulate. 

Mr. Adams: I don’t understand you frank- 
ly. J am ata loss. I said to your Honor that 
if your Honor admitted it in evidence—now, 
your Honor just said you are not. I don’t know 
whether it is admitted or whether it isn’t. If 
it is admitted, then it must be admitted for 
some purpose. 

What I am trying to point out, if your Honor 
overrules my objection of no foundation, if 
your Honor then overrules my objection of 
hearsay, if your Honor overrules my objection 
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of not being material, if your Honor then ad- 
mits it in [441] evidence, then I will be glad to 
stipulate to the signature, but I want your 
Honor’s ruling on the matter of foundation 
and the other points. 

The Court: You are asking the impossible. 
How can I admit a thing in evidence when 
there is no foundation laid so far as the signa- 
ture is concerned? 

What you just stated you had said wasn’t 
what you said at all. You said if [ would rule 
it was material, rather than put the plaintiff to 
the trouble and expense of bringing in hand- 
writing experts, that you would then determine 
whether you are going to yield and say that the 
signature of Mr. Twombly was genuine. 

Mr. Adams: I felt, your Honor, this way, 
as your Honor well said to me the other day, 
foundation for a document may be laid in many 
ways. 

The Court: That is right. 

Mr. Adams: Foundation for this docu- 
ment is being laid in no way except through the 
signature of Mr. Twombly. 

The Court: That is it, exactly. I have al- 
ready ruled that no other foundation was laid 
and that other foundation will have to be laid 
insofar as the Defendant Twombly is concerned 
unless you are willing to stipulate that those 
are the genuine signatures of your client. 
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It cannot be admitted because no foundation 
has, as yet, been laid as against. your 
client.’’ [442] 

% * % * * * ES 

Mr. Adams: I won’t stipulate to anything 
at the present moment then under the ruling, 
and I take an exception to the ruling. 

Mr. Campbell: If your Honor please, may 
I withdraw these two exhibits from the iden- 
tification numbers? 

The Court: Yes. Just leave the identifica- 
tion numbers on them. 

Mr. Campbell: May I withdraw or take 
with me the two exhibits? 

The Court: You may take them out of court. 

Mr. Campbell: Now, I wish to read from 
the minutes of the Investment Finance Com- 
pany. Might I state, Your Honor, that the 
statement [ made just prior to the noon re- 
cess that the evidence now being offered is 
being offered as to all defendants with the ex- 
ception of the Defendants Twombly and Cronk 
still apply? 

The Court: Before we go into that, I think 
I want to explain my ruling. Maybe I haven’t 
made it clear. 

These minutes and a letter to which I alluded 
were offered in evidence. There was no foun- 
dation laid for their admission by having any- 
one take the stand and show that they were 
the records of the corporation kept in the 
regular course of the business and that it was 
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the habit of the company to keep records of 
that type. 

In the absence of that foundation the docu- 
ments were, regardless of how I felt about 
their materiality if admitted, they were not ad- 
missible unless they could be admitted under 
the stipulation which we have heretofore had, 
* * * council making the point that no proper 
foundation was laid, and refusing to take any 
position as to signatures, they cannot at [443] 
this time be admitted without a further foun- 
dation as to the defendant Twombly. 

As to the defendants represented by the two 
attorneys, they may be admitted under the 
stipulation. 

Mr. Irwin: Might it be understood that the 
particular objections made outside of the jury’s 
presence might be deemed to have been made 
and they still apply, together with your Hon- 
or’s ruling and exception allowed? 

The Court: They will go in just the same. 

Mr. Campbell: Reading from plaintiff’s Ex- 
hibit 37, the minutes of the meetings of the 
board of directors of the Investment Finance 
Company. 

Mr. Irwin: Pardon me, your Honor, this 
part here which he is about to read is in con- 
nection with that Exhibit 46. Your Honor said 
you reserved a ruling on that matter. The por- 
tion he is about to read refers to the exhibit 
that is under consideration by your Honor. 

The Court: Is that being offered as against 
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all defendants with the exception of Cronk 
and Twombly ? 

Mr. Campbell: Yes, your Honor. 

The Court: And you state that you are go- 
ing to connect it up? 

Mr. Campbell: Yes, your Honor. 

The Court: With the Counts of the indict- 
ment? 

Mr. Campbell: Yes. 

The Court: They may be admitted subject 
to the same objection and the same ruling. 

Mr. Lawson: Your Honor, the matter really 
hasn’t received a great deal of attention, and I 
think it is a very important part. Your Honor 
has read the comments, and you are familiar 
with them. I merely submit this is a test: That 
if the witness were on the stand himself [444] 
he wouldn’t be permitted, under objection, to 
testify, because he would be stating opinions 
and conclusions. I think that is sound, your 
Honor. 

The Court: I disagree with you on that. I 
shall when the time comes instruct the jury 
that this is not being admitted to prove the 
truth of the statements contained in it, but sim- 
ply to show that that information was communi- 
cated to the defendants. You mean to tell me 
that if that auditor told these defendants that 
he wouldn’t be permitted to say that he told 
them in person ? 

Mr. Lawson: Under the circumstances of 
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this case I would take that position, your 
Honor. 

The Court: Then that is a matter that will 
have to go to the Circuit beeause | disagree 
with you on it. I will admit it on that point. 
It is not being admitted to show the truth or 
falsity of what is contained in that auditor’s 
report, but to show that that audit report was 
delivered to these directors. 

Mr. Lawson: I would like to have included 
in the objection, which I have already made, 
the specific objection of hearsay. And further, 
that it has not been connected up in this man- 
ner: That the mere fact that it was on file 
with the corporate records is no proof of the 
direct knowledge of the Defendants Ireland and 
Edgerton. 

The Court: That will be also an element for 
mieyjuty to determine. If it isnt connected up, 
so that I deem it may be given to the jury, I 
will strike it before the trial is through. For 
the present on the promise to properly connect 
it up and bring it home to the defendants, it 
will be admitted. 

Mr. Lawson: Exeeption. 

Mr. Campbell: I will commence reading 
from plaintiff’s [445] Exhibit 37, the minutes 
of the board of directors of the Investment Fi- 
nance Company. 
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‘Meeting of March 15, 1939. 
The following directors were present: 
Messrs. R. W. Starr 

A. R. Ireland 

E. C. Thomas 

J. L. Smale 

Miss F. A. Anderson. 


In addition to the directors J. Howard 
Edgerton, Mr. Bundy Colwell, and Miss 
Florence Long were present.’ 


Reading in part: 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, and carried, it was resolved that 
the matter of Mr. H. Dean Campbell’s re- 
port and recommendations for the year 
ending December 31, 1938 be referred to 
our attorney who will consult with Mr. 
Campbell and make recommendations to 
the board in connection with both finan- 
cial and policy matters mentioned in the 
report, with power to call a special meet- 
ing of the board at his discretion.’ Minutes 
signed, ‘R. W. Starr, Chairman.’ 


Mr. Campbell: May I read this from the 
stand ? 

The Court: Yes. All of this will be subject 
to the same objection, same ruling, same ex- 
ception. 

Mr. Campbell: Plaintiff’s Exhibit 46. It is 
on the letterhead of H. Dean Campbell, Certi- 
fied Public Accountant, 416 West 8th Street, 
Los Angeles, February 25, 1939. 
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Mr. Campbell: 


‘Board of Directors 
Investment Finance Company 
5658 Wilshire Boulevard 

Los Angeles, California [446] 


You will find herewith the exhibits and 
schedules which set forth the result of my 
examination of the accounts of your com- 
pany as of December 31, 1938. The state- 
ments included in this report are as fol- 
lows: 

Exhibit A—Balance Sheet as of Decem- 
ber 31, 1988. 

Exhibit B—Consolidated balance sheet 
as of December 31, 1938. 

Exhibit C—Consolidated statement of 
profit and loss for the year ended December 
ieee. 

Schedule I—Schedule of accounts receiv- 
able. 

Schedule II]—Schedule of contracts re- 
ceivable. 

Schedule IIlJ—Schedule of notes and 
loans receivable. 

Schedule IV—Schedule of investments. 

Schedule V—Interlocking stock holdings. 

Schedule VI—Interlocking directorates. 

Schedule VIJ—Interlocking financial ob- 
ligations. 

Attention is directed to the comments 
which follow, and also to the supplemen- 
tary report on the First Security Deposit 
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Corporation. The principal purpose of in- 
cluding Schedules V, VI, and VII, is to di- 
rect visually, your attention to the fact that 
because of the close affiliation of the alhed 
companies, it is almost impossible to con- 
fine comments or figures to one company 
alone. Much that must be said about the 
activities of one company may well apply 
to several. 

Furthermore, while several legal matters 
[447] will be raised in the comments which 
follow, it must be observed that in no case is 
it the object of your auditor to do more than 
bring the matters up for discussion. Where 
legal opinion is desired, either as to the 
procedures followed in the organization and 
operation of any of the companies, or as 
to the present legal status of any accounts, 
it is not only assumed that you will, but 
you are advised to consult Mr. Edgerton. 

Yours truly, 
(Signed ) H. D. CAMPBELL, C.P.A.’ 


The Court: At this time, gentlemen of the 
jury, I want to caution you again that this evi- 
dence is not, or the minutes which were just 
read, binding upon the Defendant Cronk or 
Twombly; and that this evidence is not being 
introduced to prove the truth of the statements 
made in the document. This is being intro- 
duced, as I understand the position of the plain- 
tiff, to show that this information was com- 
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municated to certain individuals. Is that cor- 
rect ? | 

Mr. Campbell: That is correct, your Honor. 

The Court: In order that you may use that 
as an element to determine the intent with 
which the various acts were done by these va- 
rious defendants. 

In connection with this document, or these 
two documents, the minutes and this auditor’s 
report, in determining intent therefrom, there 
may be evidence introduced later in the trial 
as to what was done after these matters came 
to the attention of these individuals. You may 
take those matters, if they do come before you, 
into consideration also in connection with these 
documents in determining intent, as the Court 
will at that time instruct vou when the point 
is raised. [448] 


Mr. Campbell: 


‘Investment Finance Company. 
Comments 
Cash 


Cash on hand was counted and recon- 
ciled to December 31, 1938, and the bank 
accounts were confirmed by letter and 
found in order. 

Accounts Receivable. 

The accounts receivable are presented in 
detail on Schedule I and total $2,038.69, 
consisting largely of insurance premiums 
uncollected by the Wilshire Insurance 
Agency. 
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Contracts Receivable. 

Contracts receivable as per Schedule II 
are automobile sales contracts. They are 
presented on [Exhibit A at book value, 
although more than 50% of the dollar bal- 
ance at December 31, 1938 have been 
pledged with the American National Bank 
of Santa Monica as security for a loan 
which at that date amounted to $8,700.00. 


Notes and Loans Receivable. 

Of a total of $48,413.27 in notes and 
loans listed in Schedule III, 37,400.00 is 
unsecured. In fact, the largest single note 
of $16,650.00 is signed by Battelle-Dwyer 
& Co. which, it is understood is no longer 
in existence. 


Investments. 

Schedule IV is a presentation of the se- 
curities into which the company has put 
most of its funds, obviously more for pur- 
poses of control of the various companies 
concerned than for income from the securi- 
ties themselves. Most of the investments 
have been in the common stocks (or voting 
[449] stocks) of the various companies 
upon which little or no dividend income has 
yet been realized. 


Pledge Agreement—California Federal 
Savings & Loan Securities. 

The item of securities owned in the Cali- 
fornia Federal Savings and Loan Associa- 
tion which is carried at $15,000.00 is sub- 
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ject to a pledge agreement of the liquidated 
Consolidated Investors Corp. with one F. 
E. Jones, and is secured by the deposit 
with this company of the following shares 
of stock in this company: 
W.S. Brayton (Has not been 

assigned to Investment 


HAMMMINGE))) oes ca2ec-ceewenae.---nse--cssen- 5,000 Shares 
ip AV SS 2 ee 2,500 Shares 
eminem lrelanid. ......<.2.:-0csecdecn 5,000 Shares 
J. H. Edherton.......................... 1,666 Shares 
Re AC PATEL SON. ......c..cceeecece ese 1,200 Shares 
Bw UM OWAS. fo eeccce ees 1,160 Shares 


Total Shares Hypothecated....16,526 Shares 

The above listed individuals are all the 
endorsers of the said pledge agreement. 
This agreement apparently was originally 
intended to terminate on July 23, 1939, 
but it should be noted that there was a ty- 
pographical error on the agreement itself so 
that it actually reads July 23, 1936. 


Deed of Trust—Pacific Brick Co. 


Interest has been accrued to August 1, 1938 
on a first trust deed on all the property of 
the Pacific Brick Co., which was the ap- 
proximate date of acquisition by this com- 
pany. [450] 


Real Estate. 
The real estate shown on Exhibit A at 
€5,608.19 consists of a house built for re- 
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sale. It is mortgaged to the extent of 
$3,673.18 as shown under First Trust Deed 
Payable. 


Accounts Payable—First Security De- 
posit Corporation. 

This account has gradually been built up 
to its present figure over the past three 
years by numerous advances from First 
Security Deposit Corporation on open ac- 
count without security. Interest has been 
paid at the rate of 3 per cent per annum, 
but this interest has been paid in bonds of 
the First Security Deposit Corporation at 
face value, thus reducing the effective in- 
terest rate because all such bonds purchased 
by this company have been acquired at a 
substantial discount. 


Inter-locking Schedules. 

Schedules V and VI respectively, show 
the inter-locking stockholders and directors 
of the eight related companies. Schedule 
V is presented on transparent paper so 
that the two charts may be considered 
either jointly or separately. Only those 
stockholders or directors are included on the 
charts who are connected with two or more 
of the companies involved. 

Schedule VII presents inter-companyv 
financial obligations with amounts. The 
broken lines indicate unsecured obliga- 
tions and the solid lines indicate obliga- 
tions which are either fully or partially 
secured. [451] 
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General. 

With reference to the ‘‘Noon deai’’ men- 
tioned on page 2 of comments, no attempt 
was made to verify the present status of 
the note or pledge agreement. It would 
aigear to be we doubtinl asset at best. It 
is also possible that the manner of show- 
ing the account as Savings and Loan shares 
is questionable since probably all the In- 
vestment Finance obtained was an agree- 
ment or contract rather than the shares 
themselves. 

Possibly the matter of most importance 
to the Directors should be the prime ques- 
tion of whether or not the company in its 
entirety is fraudulent. These specific points 
should be considered by the Directors with 
the idea of applying constructive remedy 
if (1) the Investment Finance Co. is a 
fraud, and (2) if anv remedy be available. 
Certain hypothetical questions are set forth 
for your consideration. 

The questions propounded are based on 
the unquestioned fact that (1) control and 
ownership of this company and the First 
Security Deposit Corporation are so closely 
interlocked as to appear identical in effect 
(see Schedules V, VI, and VII); (2) prof- 
its which might accrue to the First Seeur- 
ity Deposit Corporation would be diverted 
to the narrower limits of the fewer share- 
holders of the Investment Finance Co., to 
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the loss of shareholders in the former com- 
pany; and (3) funds used to promote the 
various enterprises were basically the funds 
of the First Security Deposit Corpora- 
tion. [452] 

These questions, then, should be an- 
swered, and do they constitute fraud: 

(a) The purchase of First Security De- 
posit Corporation bonds at a discount, and 
the re-sale of these securities to that com- 
pany at par, meluding accrued interest, 
retaining the profits in Investment Fi- 
nance when, in practically no instance, had 
the First Security Deposit ever paid face 
value to others? 

(b) Taking over the Wilshire Insurance 
Agency, and diverting commissions for- 
merly earned by the First Security De- 
posit into the income of the Investment 
Finance? 

In addition to these questions there 
might be raised the more general one of 
whether, since in acquiring funds from 
Seeurity—which funds were in most in- 
stances profitably invested—the re-invest- 
ment in such mismanaged enterprises as 
Bonds-17, for example, might on its face 
be construed to be fraud and mismanage- 
ment regardless of the answers to the hy- 
pothetical questions propounded above. 

It would also appear that perhaps in 
some instances letters sent out by Mr. 
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Cronk might be criticized as being mis- 
statements of fact, and still further, might 
bring the company under the S. E. C. be- 
cause they were sent through the mails 
out of the state. 

In summarizing, it would appear that it 
might be difficult to justify legally, the ex- 
istance of the company in any particular, as 
it is now operating. As your auditor, I wish 
merely to direct the [453] above matters to 
your attention, realizing that you have no 
doubt considered them before. 

To Directors interested, attention to the 
supplementary comments on the First Se- 
eurity Deposit Corporation might be di- 
rected.’ 


Attached thereto is Exhibit A, Investment 
Finance Company, Balance Sheet, December 31, 
1938, setting forth the following assets: 


‘Current Assets. 


SOON NANG. .._.....-.c...2---0---00ec20--- 2,477.64 
ame Of AMeCVICH........20cs00-nccc-cceccee 1,258.14 
Ameriea National Bank................ 694.64 
Aeeounts Receivable 

(coc) ne 2,038.69 
Contraets Receivable 

(SEMCCUMC BLT) oo. .ceccceccseecencnncene 21,625.94 
Notes Reecivable 

(SCHCCUMGBIIT)) .........0..00c0-ncnecse 32,560.42 
Loans Receivable 

CSc ls 111) anal anne 15,852.85 


Total Current Assets ................-- 76,508.32 
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Investments. (Schedule IV) 


American National Bank (1)...... 32,296.00 
First Security Deposit Corp. 
(OY s ci e 86,393.75 
Bonds—17 Dog Food Co. (3)...... 44,935.00 
Calif. Fed. Sav. & Loan Assn. 
| Ee neces 15,000.00 
Pacific Brick Co. (5) 29,850.00 
American Bldg. & Investment Co. 
(Ol) ke 17,000.00 
Second Trust Deeds (7).........-...--- 196.19 
Votal Investinents:.....-4-2 = 225,670.95 
[454] 
Fixed Assets 
PRUtOMOILe -_.....-2ecae-aee 1,027.88 
Less: Depreciation 
Resenve 2... 401.13 626.75 
Used Car Lot #1 In- 
PLOvemientS .2.---e 2,145.17 
Less: Depreciation 
RESERVE -.......-.-.-----0cne-nee 429.05 1,716.12 
Furniture and Fixtures.. 252.00 
Less: Depreciation 
RG@SO0 VG ieee spel 246.29 
Equipnicniee. 2 oe 17.85 
Real Estate (Contra) ............-....- So0s 19 
Total Fixed Assets ...................- 8,215.20 
Other Assets 
PrepaideEismensés. 22a 240.35 
Organization Expense ............--..-- 563.87 
Depositisarr = =c...=.... eee 150.00 
Collections Advanced. .............-...- 70.00 
Wotal Other “Assets ..22 2. 1,024.22 


Wotal Asseter.:.s..:..5c eee ee 311,418.69 
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Liabilities 
Current Liabilities 
Accounts Payable—First Security 
WePOsIGMe ON). -..---....-.--.---------202 267,842.10 
Accounts Payable—Miscellaneous 486.70 
Notes Payable—American Na- 


Parts TS 2. ._....-.--.--.-0nnaendeas2s 8,700.00 
Accrued Insurance Payable .......... 144.82 
Acerued Unemployment Ins. Ex- 

ge Seen 30.47 


Accrued Old Age Benefit Expense 13.13 


Total Current Liabilities -...02........ 


Other Liabilities 
First Trust Deed Payable 
CO) —_ ————————————s 


Reserves and Deferred Credits 
Unearned Discount on Contracts 


(Semeduber TT) siieiv..-.ecnsaderases 1,074.19 
SU 13.05 
Dealers Mutual Reserves.............. 2,071.65 
Reserve for Contract Losses.......... 29.30 
Reserve for Unemployment In- 

SOUSA) 4G) oo en 13.50 


Reserve for Old Age Benefit Tax 13.14 


Total Reserves and Deferred 
(OCT --s 


Net Worth 
Capital Stock 
(Authorized 200,000 Shs. 
Par $1) Outstanding 2.2... 31,398.00 


Operating Surplus 
Balanee December 


OL LO BHI ee concenn-cooe-c--- 342.07 
Net Loss Year 1938 
CT sqm TG@) ...2....---..-20: 4,431.61 


Surplus (Deficit) Dee. 31, ’38...... 4,089.54 
Total: Net Worth: ........................ 
Total Liabilities and 
Net Worth 
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277,222.22 


3,673.18 
[455] 


3,214.83 


27,308.46 


311,418.69’ 


——————————— 
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The Court: Now, gentlemen, I again want 
to caution you that you are not to consider 
that audit report (or the minutes) for the truth 
or falsity of what they contain other than the 
showing that is indicated, the minutes, that this 
document was discussed. It has been introduced 
and been accepted only to show the intent or as 
one of the elements of intent together with other 
things that may be introduced during the course 
of the trial, and you are to keep vour mind open 
even on that element.’’ [456] 


——— 


CLARENCE N. BRUCE, 


recalled as a witness on behalf of the plaintiff, hav- 
ing been previously duly sworn, testified further 
as follows: 


In my examination of the books and records of 
the Investment Finance Company and the First Se- 
curity Deposit Corporation, I determined the 
amounts borrowed in e¢ash or other assets by the 
Investment Finance Company from the First Se- 
curity Deposit Corporation after the month of 
March, 1939; the amounts borrowed in cash in the 
months of April, May and June were respectively 
£7,000, $8,000 and $7,000; the July real estate had a 
book value of $15,000; September cash $500, Octo- 
ber cash $3,500; November real estate book value 
$12,900; and in 1940, January cash $10,000; March 
cash $500.00; 
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“Q. Will you state, giving the date upon 
which bonds, that is to say, the date, month 
and year, upon which bonds were conveyed or 
transferred from the Investment Finance Com- 
pany to the First Security Deposit Corpora- 
tion, giving the face amount of the bonds and 
accrued interest for which credit was given; 
and stating the application made of such bonds; 
the cost to Investment Finance Company of 
such bonds; and what the profit and loss ac- 
count of Investment Finance shows, if any- 
thing, in connection therewith: 

A. March 24, 1939, collateral trust bonds of 
the First Security having a face principal 
amount of $3600, to which accrued interest of 
$72 was added, totalling $6,372, transferred to 
First Security, for which full credit was given 
as follows: To apply on the principal of the 
debt due First Security, $578.85; in exchange 
for first trust deeds, $3,093.15. 

The cost to Investment Finance Company for 
such bonds was $2,559.58. The profit to In- 
vestment on such bonds was $1,112.42. [457] 

April 29, 1939, First Security collateral trust 
bonds having a face value of $63,137.70, to 
which accrued interest of $14,207.89 was added; 
totalling $77,345.59 were transferred to First 
Security, for which full credit was given as 
follows: To apply on the principal amount of 
the debt due First Security $74,591.88; to ap- 
ply on the interest due on such debt $2,753.71. 
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The cost to Investment Finance Company for 
such bonds was $48,642.52. The profit realized 
by Investment Finance Company on such bonds 
was $28,703.07. 

May 31, 1939, collateral trust bonds, of the 
First Security, having a face principal amount 
of $4,928.65 to which accrued interest of 
$1,146.07 was added, totaling $6,674.72, which 
bonds were transferred to the First Security 
Deposit Corporation, for which full credit was 
given as follows: To apply on the principal of 
the debt due First Security, $6,074.72. 

The cost to Investment Finance Company for 
these bonds was $5,354.16. Investment Finanee 
Company realized a profit of $720.56 on such 
bonds. 

June 30, 1939, First Security collateral trust 
bonds having a face value principal amount of 
$895.63, to which accrued interest of $214.24 
was added, totaling $1,039.87 was transferred 
to First Security, for which full credit was 
given as follows: To apply on the principal of 
the deht due First Security $1,039.87. 

The cost to Investment Finance Company for 
these bonds was $936.67. Investment Finance 
Company realizing a profit on such transaction 
in the amount of $103.20. 

On July 31, 1939, First Security collateral 
trust bonds having a face principal amount 
of $500, to which accrued interest in the amount 
of $22.50 was added, totaling $522.50 [458] were 
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transferred to First Security Deposit Corpo- 
ration for which full credit was given as fol- 
lows: To apply on the principal of the debt 
due First Security $522.50. 

The cost to Investment Finance Company 
for these bonds was $522.08; profit to Invest- 
ment Finance Company on such bonds was 42 
cents. 

On October 31, 1939, collateral trust bond of 
the First Security, having a face principal 
amount of $1.28, plus accrued interest of 51 
cents, totaling $1.79 was transferred to the First 
Security, for which full credit was given as 
follows: 

To apply on the debt, $1.79; the cost to In- 
vestment Finance Company of this bond was 
$1.79, no profit or loss resulting.”’ [459] 

“The Court: In order to keep the record 
elear, Mr. Bruce, on one or two occasions you 
said that certain real property was borrowed. 
a 

The Witness: It was certain real estate 
upon which the valuation was placed, appar- 
ently mutually agreeable, and it was the book 
value on the First Security books was trans- 
ferred to Investment Finance Company and 
the amount of that real estate was added to 
this account payable. 

The Court: There is nothing in the books 
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to indicate that that particular real estate had 
to be returned ? 

The Witness: No, sir, 

Mr. Campbell I am going to read now from 
plaintiff’s Exhibit 21, the minutes of the board 
of control of the Realty Deposit Company, 
reading from the minutes of November 13, 
1933. 

This is offered as to all defendants. I am 
going to a new subject. These are the minutes 
of the board of control of the Realty Deposit 
Company, plaintiff’s exhibit 21, and I am of- 
fering this line of testimony as to all defend- 
ants subject to being connected up. 

The Court: It will be received subject to a 
motion to strike and an exception will be al- 
lowed. 
ae oe % * ae * t 

Mr. Irwin: And may I have this under- 
standing, if it is agreeable to the Court, that 
when counsel hereafter reads from any docu- 
ments that have heretofore been introduced, 
there is no necessity to repeat the objections 
that were made at the time the document was 
received. 

The Court: Yes, it is so stipulated. 

Mr. Adams: I do not know what that for- 
mer objection contained, your Honor, because 
it was so long ago since [460] we made it, but 
may it have with it the objection that it is 
hearsay and that it is incompetent? I believe 
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the objection of materiality has long since been 
made and incorporated within the objection. 
The Court: The objection may have been 
deemed to have been made and overruled and 
exception allowed subject to a motion to strike. 
Mr. Campbell: Reading now from the regu- 
lar meeting of the board of control of the 
Realty Deposit Company, November 13, 1933, 
which is a portion of plaintiff’s exhibit 21, 
reading in part only: 


‘All members of the board of control 
were present. Item 6, Mr. Edgerton was 
called from the meeting. 7, the board of 
control authorized Hunter Nessler, as- 
sistant secretary, to execute contract of 
sale for real estate located at 1122 Sterns 
Drive to J. Howard Edgerton,’ dated No- 
vember 3, 1933, copy attached. 

The minute is signed ‘Dr. R. W. Starr, 
President.’ And attached thereto is a com- 
munication dated November 13, 1933: 


‘Board of Control, 
Realty Deposit Company, 

I am today in receipt of an offer from 
J. Howard Edgerton, of $2,300.00 in cash 
for property located at 1122 Sterns Drive, 
Los Angeles. Mr. Edgerton opened nego- 
tiations prior to the establishment of this 
company for the purchase of this property 
in $7,700.00 First Seeurity bonds. Inas- 
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much as we have sufficient funds to cover 
this at a price better than $28.00, I con- 
sider it advisable that we accept it on a 
cash [461] basis, and supply the bonds 
ourselves which we will be able to do, not 
to exceed $2,000.00. As Mr. Edgerton is 
paying all expenses, it will give us a net 
eash profit at least $300.00. 
Yours very truly, 
S. Hl. NEP LR 


The witness further testified: That the books 
and records of the First Security Corporation 
showed a transaction between the Company and 


the 


defendant J. Howard Edgerton on April 24, 


1934. 


‘‘Q. Now what do the books disclose as the 
consideration received for this real property? 

Mr. Lawson: * * * We object to this as 
not proper evidence on the ground that it is 
not calling for a summary of evidence. * * * 
The books constitute the best evidence. 

Mr. Irwin: I interpose an objection to this 
line of testimony on the grounds it is imma- 
terial and doesn’t tend to establish any of the 
issues raised in the indictment as to any of 
them. 

The Court: The objection will be overruled 
and exception allowed, subject to a motion to 


strike, if not properly connected up. 
* * * * * Fo * 
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Mr. Lawson: * * * I would like to add to 
the objection heretofore made, the specific ob- 
jection that this evidence is incompetent, 1r- 
relevant and immaterial, and not within the 
issues of the case in that it has no bearing 
upon any particular charge as alleged in the 
indictment. It is an isolated transaction tend- 
ing to create prejudice, * * *. [462 | 

The Court: The objection will be over- 
ruled. The rule of law I think is very clear. 

Mr. Lawson: Exception. 

The Court: * * * it is frequently impos- 
sible to do other than to take a lot of dif- 
ferent items, and the jury are entitled to con- 
sider a lot of different items in order that they 
may arrive at a determination under the in- 
structions of the Court. If, at the conclusion 
of the plaintiff’s case, the motion to strike 
is made, and I feel that it has not been con- 
nected up, I will then strike it. In the mean- 
time, on the plaintiff’s undertaking to con- 
nect up these various items I am admitting 
them * * *. 

Mr. Lawson: I would want to include in 
the objection the remoteness of the evidence. 

The Court: Are you introducing this to 
show intent only? 

Mr. Campbell: Yes.’ 


Thereupon the witness testified: That he had 
found the entries in plaintiff’s Exhibit 24, and that 
the account shows a debit to the account. 
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‘‘A. That is, the entry shows a debit to the 
account, company’s bonds acquired at cost, 
$7,155.06; the debit to the account Reserved 
For Depreciation, Real Estate (out of trust) 
$199.40; credit to real estate, Harris No. 515, 
$7,139.09 ; profit and loss on real estate, $215.37. 
This Harris No. 515, is the name on the com- 
pany’s books by which the property at 1122 
Sterns Drive was known. The explanation 
given for the entry here is No. 515-R232, sold 
by J. Howard Edgerton for bonds A6646-19.73 ; 
A6931-80 ; A5033-$5,600.00 ; A6637-$1,455.383 ; to- 
tal $7,155.06. [463] 

Q. Now, with reference to those bonds which 
you have just referred to as having been re- 
ceived from Mr. Edgerton in connection with 
this deal, did you examine the books and rec- 
ords of the First Security Deposit Corpora- 
tion for the purpose of determining the source 
of such funds? A. Yes. 

@. What did your examination disclose in 
that connection ? 

Mr. Adams: I would like to get an objec- 
tion in here, an additional objection to the ones 
I have had. 

The Court: Never mind any argument. The 
objection will be overruled; exception allowed; 
subject to a motion to strike. 

Mr. Adams: It is also hearsay. 

Mr. Butler: That is as to all defendants? 

The Court: As to all defendants. 
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Mr. Lawson: I would like to have each rec- 
ord rather than a summary by this witness, 
as to what it shows. 

The Court: Your request will be denied, if 
it is understood that he will produce them 
afterwards, and he is summarizing them now. 

Mr. Lawson: Exception.”’ 


The Witness: The record discloses that 
these bonds were the property of the First 
Security Deposit Corporation. Bond No. 6646 
for the face amount of $19.73 was acquired 
by the First Security Deposit Corporation on 
March 13, 1934, at a price of $4.93; bond 5033 
in the face amount of $5,600 was acquired by 
the First Security on March 28, 1934, at a 
price of $1,708; bond No. 6637 in the face 
amount of $1455.33 was acquired March 28, 
1934, by the First Security at a price of 
$465.71; bond No. 6931 in the face amount of 
$80.00 was acquired by the First [464] Se- 
curity on March 20, 1934, at a price of $28.00. 
The total full face amount of those bonds 1s 
$7,155.06 and the total price paid to the First 
Security for such bonds was $2,206.64. The 
records reflected that these bonds were trans- 
ferred from the First Security Deposit Cor- 
poration to J. Howard Edgerton on the 20th 
day of April, 1934, and the price paid for 
them by First Security is reflected in the rec- 
ords as $2,021.29. 
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‘“My. Lawson: * * * There was one part 
that Mr. Bruce finally pointed out to me which 
shows the substance of the transaction from 
the records and is the result of it—‘the wit- 
ness said profit or loss in real estate.’ 

The Witness: I read it verbatim. 

Mr. Lawson: It shows profit. 

The Witness: It is a credit item, that is 
correct. The ledger account is under the title 
‘profit and loss.’ 

The Court: Is that a debit or a credit to 
the profit and loss account. 

The Witness: That is a credit account. That 
is ‘and’ profit and loss. That is a credit ac- 
count which would be normally a profit ac- 
count.”’ 


The witness further testified: That as of August 
31, 1940, the books of the Investment Finance Com- 
pany refiected that there was an obligation to do to 
First Security on notes payable in the amount of 
$250,465.80. That obligation was retired as of that 
date; assets were transferred to First Security. 


‘‘@. Will you state what those assets were 
as reflected by the books? 

Mr. Irwin: Might it be understood that this 
testimony as to the items is particularly ob- 
jected to as [465] immaterial, and not within 
any of the issues of the ease. 

The Court: The objection may be consid- 
ered to be made as to all defendants to whom 
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the testimony is applicable; overruled; excep- 
tion allowed subject to a motion to strike un- 
less properly connected up. 

Mr. Irwin: I should like to add the ob- 
jection of hearsay. 

The Court: It may also be considered to 
have been objected to on the ground of hear- 
say, and overruled; an exception allowed. 

The Witness: Notes receivable, $44,010.02 ; 
obligations of the Pacific Brick Company, $88,- 
415.33; obligations of the Bond-17 Dog Food 
Company, $111,018.81; obligations of the Amer- 
ican Building and Investment Company, $19,- 
339.74; stock of the American National Bank 
of Santa Monica, $23,646.00; stock of the First 
Security Deposit Corporation, $29,984.80; sec- 
ond trust deeds, $28.67; furniture and fixtures, 
$12.67. Prepaid expense, $17.47; Suspense, 
which is the reserve for contingencies, $250.25 ; 
total, $266,723.76. 


By Mr. Campbell: 

Q. Now, with reference to the notes receiv- 
able, will vou state of what items that con- 
sisted ? 

A. Battelle-Dwyer Brokerage Company, 
£100; C. EK. Kenner, $1.00; Roy A. Muller, 
$6,943; P. S. Noon, $10,200; R. W. Starr, $11,- 
050.50; J. Howard Edgerton, $10,084.25 ; Emery 
Hallowell, $5,371; EH. C. Thomas $236.21; A. R. 
Treland $500; James White $23.06.”’ 
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(Testimony of Clarence N. Bruce.) 
(The following conference at the bench was held 
outside the hearing of the Jury.) [466] 

“The Court: When you come to breaking 
these down, I think that the objection will be 
sound as to those corporations in which it 
can’t be shown that there was an interest on 
the part of these defendants. 

Mr. Campbell: You think that would apply 
to the form of the obligation which was trans- 
ferred, your Honor? 

The Court: Yes. I think that when vou 
get beyond the total then you are getting into 
something that might be prejudicial, and I 
think the objection on that ground is sound. 
% *¥ ¥ * *% *% % 

Mr. Campbell: I think it is true as to most 
of these companies that the defendants went 
on the board as a matter of policy of the In- 
vestment Finanee Company, but that is not 
true, we intend to show, of two of such in- 
vestments: Pierce Petroleum and Pacifie Brick 
Company; as to the others we will abide by 
your Honor’s ruling in that connection. 
oe oe oe *¥ Be % *¥ 

Mr. Lawson: To save time, we know the 
facts, I think, and I think that you will agree 
whatever stock was in the hands of the de- 
fendants here did not constitute in any meas- 
ure control of the Pacific Brick. 

Mr. Campbell: They had a minority inter- 
est. 
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(Testimony of Clarence N. Bruce.) 
Mr. Irwin: 3,000 out of 50,000-odd thou- 
sand.”’ 


(The followmg proceedings were had in the pres- 
ence of the Jury.) 


The witness further testified: That at the time 
of the transfer of these assets, the Investment 
Finance Company transferred the notes payable 
to First Security, $250,465.80; reserves for depre- 
ciation on furniture and fixtures $3.15; notes pay- 
able [467] to the American National Bank in Santa 
Monica $1,000; reserve for contingency $250.00; 
making a total of $251,718.95. 

““Q. Now, as of that 31st day of August, 
1941, what do the books and records of the 
Investment Finance Company reflect as to 
profit or loss from operations of that com- 
pany ? 

Mr. Irwin: Your Honor, I don’t mean to 
interrupt. My objection a few minutes ago goes 
to all this line of testimony, would it not? 

The Court: Same objection and same rul- 
ing. 

The Witness: The books reflect that the In- 
vestment Finance Company had a deficit of 
$16,393.19.” 


The witness further testified: The assets trans- 
ferred exceeded the liabilities transferred by $15,- 
004.81. It was taken up in the capital surplus ac- 
count of the First Security in the same status as 
donated surplus. 


644 J. Howard Edgerton, et al., 


(Testimony of Clarence N. Bruce.) 
(In the absence of the Jury, the following pro- 
ceedings were had:) 

“The Court: As I understand it, the Gov- 
ernment proposes to go into the transaction, 
the history and the organization of two of 
these corporations that we were discussing yes- 
‘terday as A to X; is that correct? 

Mr. Campbell: The Pierce Petroleum and 
‘the ‘Pacific Brick Company. 

The Court: In order that we may argue 
‘that out now, while we have the time, what is 
‘the theory of the Government as to that con- 
nection. Are those matters going to be intro- 
duced as applicable ‘to all defendants and are 
‘they to be introduced as bearing only on in- 
tent? 

Mr. Campbell: Yes, your Honor. [468] 

Mr. Lawson: I don’t see how the evidence, 
that the Government intends to introduce, 1s 
applicable to the intent, the quality of the 
intent, as involved in this case. The Pacific 
Brick Company, for example, I think the evi- 
dence will show a long series of transactions. 
along toward either the middle or the end 
one or two of the defendants acquired some 
stock in the Pacific Brick Company. The de- 
fendant Edgerton received a small amount of 
stock which he considered as satisfaction for 
services rendered in connection with that Pa- 
cific Brick Company; and some other services 
were performed by some of the other defend- 
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ants. I think that there were two other de- 
fendants. They actually earned whatever com- 
pensation was given to them in the form of 
stock, and it was a very small percentage. That 
was theirs. It was an individual transaction 
as between the Pacific Brick Company and the 
different defendants. 

It is not related to whatever assistance was 
given to the Pacific Brick Company from 
funds furnished by the Investment Finance 
Company. I can’t, by any stretch of the imagi- 
nation, see where that particular stockholding 
would be a justification for introducing into 
evidence all of the transactions of the Pacific 
Brick Company because, when it is all said and 
done, about the only thing that you could de- 
duce from it would be the fact that the funds 
advanced to the Pacific Brick Company, bv 
the Investment Finance Company, resulted in 
a loss. * * * He intends to show that that 
money was put into the Pacific Brick Com- 
pany and it was a bad investment. 

Now, the Government can’t show, I am sat- 
isfied, and I think My. Campbell will prob- 
ably corroborate it, that any of that money, 
that was advanced by the Investment [469] 
Finance Company, found its wavy into the poek- 
ets of any of these defendants. 

When you get all through with these trans- 
actions you have nothing left but an impres- 
sion that these men made some mistakes in 
management. 
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What has that to do with the specific in- 
tent to formulate a scheme, such as alleged 
in the indictment, back in 1931 or 1932, to con- 
vert the assets of the old Railway Mutual 
Company, and thereafter to divert those funds 
to the Investment Finance Company ? 

They are bridging a span here of five, six, 
or seven years to relate back to the formation 
of this scheme, and to me it seems that much 
of the evidence, that the Government has prom- 
ised to connect, they are going to have a great 
deal of difficulty. * * * 

They have got to prove right from the very 
beginning that the intention to reorganize the 
Railway Mutual Company was done at that 
time with the specific intent to take the funds 
that belonged to the Railway Mutual Exchange 
in the manner in which it is alleged in the 
indictment. 

But here we get into the ramifications of 
the management of the Pacific Brick Company 
as to its management, whether or not they were 
justified in doing what they did. 

Your Honor, it involves so much that we 
would be driven to get into all of the operations 
of the Pacifie Brick Company. There was a 
reorganization of the Western Brick Company. 
There was a transfer of assets, and litigation 
grew out of that, extended over a period of 
two years, and the defendant Edgerton was 
in the midst; he handled all of that litigation 
for a period of two years, got outside financ- 
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ing to help build up the Pacifie Brick Com- 
pany. * * *. [470] 

The Court: * * * As I understand, Mr. Law- 
son, and I have gone all over this to be sure, 
we refreshed our memory as to what the in- 
dictment specifically charges, it is Mr. Lawson’s 
contention that if any of the substantive counts 
or the conspiracy count are to be substantiated 
by the plaintiff, that the crime was complete 
when we investigate the organization, func- 
tioning, and dealings of the Investment 
Finance Company; and that we can’t go beyond 
the records, including books of account, min- 
ute books, and other records of the Invest- 
ment Finance Company because that completes 
the crime alleged; that if we start in to an 
investigation of the organization functioning, 
and the dealings of these corporations, which 
we have referred to as Corporations A to X, 
to whom money was loaned by Investment 
Finance Company, or in which companies In- 
vestment Finance Company had an interest, 
we are getting into an interminable amount of 
proof, and placing the defendants in a posi- 
tion of having to spend many days in going 
back in the history of these separate corpo- 
rations and showing that they were rigidly 
organized in good faith; that they had a chance 
for their White Alley, that while they may 
have made bad investments and it may be, as 
conditions turned out, their investments were 
valueless, that there was no bad faith in con- 
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nection with any one of these corporations A 
to Z, which could properly be brought home 
to these defendants other than as is indicated 
by the books and records of the Investment 
Finance Company. 

And that to go into those matters would be 
prejudicial to the interests of his clients for 
several reasons and, specifically, that it would 
becloud the issue and might confuse the jury 
in trying the defendants for crimes not al- 
leged in the indictment. Have I stated sub- 
stantially your position? [471] 

* * x oe x << = 

Mr. Campbell: * * * If I may address my- 
self to the subject which was under discussion 
prior to the recess, namely the proposed evi- 
dence relative to the so-called corporations, A 
to Z, I wish to state at the outset that in my 
considerate opinion that the defendants, aside 
possibly from such investment as the Pierce 
Petroleum, that the defendants entered into 
these various investments in good faith, be- 
heving that they were profitable enterprises, 
and we are not charging them with bad faith, 
which it may or may not have been, as to mak- 
ing those investments. 

The Government’s theory, however, is this: 
I might say it is two-fold. In the first place, I 
wish to direct the Court’s attention to the alle- 
gation appearing at the verv bottom of pave 4 
of the indictment: 
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‘That the said defendants at all times 
represented and pretended that said First 
Security Deposit Corporation was organ- 
ized for the purpose of and was duly and 
actively engaged in the liquidation of the 
said assets received by it from the Railway 
Mutual Building and Loan Association; 
whereas in truth and in fact, the defend- 
ants, and each of them, then and there well 
knew that no such liquidation was in fact 
being carried into effect and the said de- 
fendants were, as hereinafter alleged, con- 
verting said assets to their own use and 
benefit ;’ 

% * * % = * 

The ultimate fact to be considered is not the 
management of these other concerns. We are 
not concerned with that, nor do we intend to 
offer evidence in that regard, but we feel that 
we are entitled to place before the Jury the 
nature of those investments; that is to say the 
type [472] of company in which the investment 
was made and the nature of the investment. 
That is to say, whether by stock or other se- 
eurity or by loans and so on. 

To that evidence the jury can look in part 
for the intent of these defendants in diverting 
the funds of the First Seeurity Deposit Cor- 
poration to the Investment Finance Company. 
In other words, it is our contention that 
that evidence will show that the defendants’ 
scheme was to obtain large profits, which 
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profits, from the setup of the Investment 
Finance Company, would be to their own 
profit and not to the profit of the First Secur- 
ity Deposit Corporation. It is with that thought 
and upon that theory that the evidence is being 
offered. 

It is being offered in the second place as to 
this representation I have pointed out in the 
indictment, that they were in the process of 
liquidating. The fact that this money was first 
diverted to the Investment Finance Company 
and then placed into the form of permanent 
investments in other companies through the 
actions of the defendants, and with their knowl- 
edge, and with their knowledge at the time such 
representations were being made, such as those 
made in the letter to Mr. Richmond by the De- 
fendant Twombly; that would show the falsity 
of the representation that they were liquidat- 
ing, and show the intent with which the defend- 
ants were performing those acts. 

* *% ¥ ¥ * * * 

I concede that we are not entitled to, and 
that it is no issue here, as to the good or bad 
management of those concerns, but I do think 
we are entitled to show the nature of the in- 
vestments made and type of concern to which 
it was made, and by ‘type’ I mean the nature 
of the business which was being conducted by 
that concern. For [473] instance, the fact that 
one concern was in the business of manufactur- 
ing dog food. 
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The Court: Now, taking up first this para- 
graph at the bottom of page 4 in which the 
allegation is made; ‘that the said defendants at 
all times represented and pretended that said 
First Security Deposit Corporation was organ- 
ized for the purpose of and was duly and 
actively engaged in the liquidation of the said 
assets received by it from the Railway Mutual 
Building and Loan Association; whereas in 
truth and in fact the defendants, and each of 
them, then and there well knew that no such 
liquidation was in fact being carried into effect 
and the said defendants were, as hereinabove 
alleged, converting said assets to their own use 
and benefit,’ now that allegation covers both 
the assets that went from Railway Building 
and Loan into the Metropolitan Trust and also 
into Investment Finance. Now, I am inclined 
to think that insofar as that allegation is con- 
cerned, that the plaintiff’s proof is complete by 
the showing of the books and records of In- 
vestment Finance which disclose investments in 
these various corporations and that it is un- 
necessary to go further into those corporations 
as I see it at the present time. 

Now, so far as the intent is concerned, how- 
ever, I am inclined to think that the position of 
the plaintiff is sound, that they are entitled in 
a case of this type to show the investment of 
the funds of Investment Finance in these cor- 
porations A to Z. I think they would be en- 
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titled to show the character of business in a 
general way connected by those corporations by 
the articles of incorporation if they disclosed 
them or by any other legitimate means to show, 
for example, that one was a dog and eat food 
company, [474] that one was an oil well com- 
pany, that another one was a bank, and so on. 

I am inclined to think also that they would 
be entitled to show that Investment Finance 
made such a substantial interest in these cor- 
porations or some of them as to give them 
either control or a very great influence in the 
management of those corporations and that at 
the request or by acquiescence or ratification 
Investment Finance Board cither permitted or 
justified the occupation on the board of direc- 
tors of these various corporations of Invest- 
ment Finance directors in order that they might 
have a say in the management of those corpora- 
tions. 

I am inclined to think that as a part of that 
intent applicable at least to those directors who 
actually went in as directors of these corpora- 
tions A to Z, they would be entitled to show the 
personal interest of those directors in the stock 
of the corporations outside of the interest which 
Investment Finance itself had. 

I do not believe that they would be entitled 
to introduce any evidence having to do with 
the legitimate or illegitimate, good or bad, wise 
or unwise management of those corporations; 
that is not an issue here. 
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Mr. Lawson: Your Honor, I was wonder- 
ing whether or not your Honor had in mind 
the succeeding paragraph to the one that has 
just been referred to at the bottom of page 4, 
which is at the top of page 5. Now, there is the 
specific paragraph. It states that the moneys 
instead of being put in loans secured by legal 
investments, which was the representation made 
to the investors, was loaned without security to 
the Investment Finance Company. Now, it 
seems to me that in line with the observation 
that your [475] Honor made in regard to the 
liquidation, that is, that the records themselves 
show that, according to the contention of the 
plaintiff, that it was not, let us say, in liquida- 
tion, now, that is finally decided. 

Now, the same applies to the lending of 
money from the First Security to the Invest- 
ment Finance Company, because it puts a very 
sharp limitation on that. And that is that in- 
stead of lending the money and securing it by 
legal investments, large sums of money belong- 
ing to the said corporation, that is, to the First 
Security, were loaned and diverted to the de- 
fendants and to Investment Finance Company 
for the use and benefit of the defendants with- 
out any security whatsoever. 

Now, I take it that we are entitled to rely 
upon that allegation in the indictment. In other 
words, if that is a violation, it is complete upon 
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the lending of the money without security to 
the Investment Finance Company. 

The Court: Well, * * * is that one repre- 
sentation false in fact made as a part of the 
scheme to defraud or the conspiracy to defraud 
and in carrying into effect the agreement of 
conspiracy or the agreement to defraud is not 
exclusive of another, that in the paragraph 4 
the charge is made that there was to be liqui- 
dation. That is one charge. 

Now, there is another charge which seems on 
its face to be conflicting with the prior charge, 
but we must keep in mind that these are repre- 
sentations made by the defendants to those per- 
sons intended to be defrauded, both of which 
the plaintiff claims were fraudulent, they were 
untrue, so that the fact that they were incon- 
sistent doesn’t interfere with the propriety of 
their being so charged in the indictment. [476] 

First they charge that representations are 
made bv the defendants that there were to be 
no investments in effect. There was to be 
merely liquidation. Then they charge that the 
defendants represented that the First Security 
‘would and did loan or advance money only 
upon security or properties theretofore ap- 
proved as legal investments by the Superintend- 
ent of Banks or the Commissioner of Corpora- 
tions of the State of California; whereas in 
truth and in fact, as the defendants, and each 
of them, then and there well knew, large sums 
of money and property belonging to the said 
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corporation were loaned and diverted to the 
defendants and to Investment Finance Com- 
pany * * *.’ While on the face of them they 
seem inconsistent I don’t feel that that is any 
valid defect in the indictment. 

* ae ¥ * ny oe oS 

Mr. Lawson: Except that this indictment 1s 
a criminal document, of course, and the defend- 
ants are entitled to every favorable construc- 
tion. That is, where there appear to be any 
conflicts of any kind whatsoever, that that con- 
struction which is favorable to them must be 
the construction placed upon the document. 
That goes to every intendment and every part 
of the indictment. I would say also in line with 
the observation that your Honor made that 
that paragraph at the bottom of page 4 in con- 
nection with the liquidation of the assets could 
apply to both the collateral bonds and to the 
stock of the First Security. 

The evidence in this case so far, and Mr. 
Campbell will not controvert it, up to the end 
of the case, will be that there was a liquidation 
of the trust That stands up monumental. 
It is there. There isn’t any question but what 
there has been a lhquidation and that com- 
prises [477] by far the major part of all of the 
assets involved. 

The Court: Is a part of your defense con- 
ceivably this: That liquidation doesn’t mean 
liquidation for cash, under conditions as they 
existed during the life of this corporation, 
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liquidation for cash might have been impossible 
and there had to be liquidation by indirection. 
You have a piece of real property you want to 
get rid of. You have to swap it for a drug store 
and a pearl necklace and a cow and a horse. 
Then you swap the cow for something else, and 
the horse for something else, and you gradually 
liquidate. You may have to run the drug store 
in the process of liquidation and still be liqui- 
dating. That may be your intent. 

Mr. Lawson: I don’t know whether I have 
made my point very clear, your Honor, in re- 
gard to a charge in the indictment, that we can- 
not be shot at with a shotgun. We are entitled 
to be shot at with a rifle if you are going to 
shoot at us. 

The Court: If vou can’t be shot at with a 
shotgun in a conspiracy indictment, an indict- 
ment of this type, I don’t know what a shotgun 
is because that is the very nature of the 
charges. 

Mr. Lawson: I think, your Honor, that that 
ilustration is still good because we are entitled 
to know and rely upon the exact charge of what 
the conspiracy is and the conspiracy charged 
in this indictment specifically limits the funds 
that were transferred from the First Security 
Deposit Corporation to the Investment Finance 
Company to funds that were advanced without 
any security and in violation of the promise to 
the investors that it would be in the form of 
legal investments. 
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Now we get back of that and we take in one 
step [478] further. We say that not only was 
it lent without any security, but the defendants 
took this money and put it into various enter- 
prises. 

Regardless of what counsel of the Govern- 
ment might say, we all can well appreciate that 
back of this there lurks the danger, not only the 
danger, but I would say it is almost a certain 
result that the jury are bound to be prejudiced. 
They can’t help it. Not only that, but we are 
not in a position to properly defend ourselves. 
28 * * * % ae & 

The Court: * * * I have ruled on that and 
I don’t want any further argument * * * I will 
give you all an exception to the ruling that I 
have made on what I proposed to do with the 
admissibility of the evidence.”’ 

(Jury returns.) [479] 


DELLA P. TALAMANTES, 


called as a witness on behalf of the plaintiff, beimg 
first duly sworn, testified as follows: 


IT am the Mother of Jack Winston; he and I were 
investors of the Railway Mutual Building and Loan 
Association. 


(It was stipulated that her son was a minor and 


that she acted in his behalf as Guardian.) 


“Mr. Adams: J want to object to any testi- 
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(Testimony of Della P. Talamantes. ) 
mony from this witness on the ground that it is 
immaterial to any of the issues of this case. 

The Court: Same objection, same ruling. 

Mr. Irwin: That will go to all her testimony. 

The Court: Yes. 

Mr. Lawson: As to all defendants. 

The Court: Yes. 

Mr. Irwin: Exception. 

Q. Mrs. Talamantes, as guardian of your 
son Jack Winston, did you have submitted to 
you a plan from the Reorganization Committee 
of the First Security Deposit Corporation in- 
viting vou to accept their plan and exchange 
your securities, which you then held in the 

Mr. Adams: Objected to as leading and 
suggestive, your Honor. 


The Court: Well, it is a preliminary ques- 
tion. 


By Mr. Crawford: 

Q. In which there was submitted to you a 
plan by the Reorganization Committee of the 
First Security Deposit Corporation? Was 
there such a plan submitted to you, Mrs. 
Talamantes ? 

A. I think there was a printed plan. 

My. Butler: Just a minute. I object to this 
and move to strike the answer on the grounds 
it is hearsay as to [480] the defendant Cronk; 
no proper foundation laid for anything, if he is 
referring to a document. 

The Court: Objection overruled. 
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Mr. Adams: Exception. 

Q. Mrs. Talamantes, I will ask you if you 
exchanged your secturities of the Railway Mu- 
tual Building and Loan Association to the First 
Security Deposit Corporation—First Security 
Deposit Corporation after there had been sub- 
mitted to you the plan which I just asked you 
about. 

A. I think I did. I am a little hazy about 
it. I have seen the plan before that. 

Q. After you saw the plan, Mrs. Talamantes, 
did you then exchange your securities that you 
then held in the Railway Mutual Building and 
Loan Association to the First Security Deposit 
Corporation? 

A. Some little time later. 

Q. And did you receive in exchange for 
your securities from the First Security Deposit 
Corporation the following security: A-2465 
eumulative bond, five year, in the face value or 
sum of $387.23? 

Mr. Lawson: Just a moment, your Honor, 
before the witness answers that question. I 
thought counsel was going to follow that up and 
show us what the plan was. Now he says you 
have seen a plan. What is the plan? I don’t 
know what he refers to. 

The Court: You can’t try his case. You 
have a right to cross examine. He has asked 
for a plan and she said, ‘Yes.’ 
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(Testimony of Della P. Talamantes. ) 


Mr. Irwin: I object to that as not the best 
evidence, calling for a conclusion. 

The Court: Well, if she doesn’t know what 
she received, there is nothing technical about 
that, if she [481] received a bond with that 
number on it, she certainly knows it. She 
doesn’t have to be any expert accountant or a 
lawyer to tell us. Objection overruled. 

Mr. Irwin: Exception, please. 

The Court: What you mean is, you got a 
piece of paper with that number on it, and that 
you believed it to be a bond? 

The Witness: Yes. 

Myr. Irwin: Your Honor, while that is being 
examined, might that question where she was 
asked about the plan, if she received the plan, 
just for the purpose of interposing an objec- 
tion, might it be considered stricken? ‘here 
are several objections that I didn’t repeat at 
that time. Might that be considered stricken 
so that the objection might be interposed that 
it calls for a conclusion, if she received the plan, 
and not the best evidence? Might that be con- 
sidered ? 

The Court: When you said, ‘the plan,’ you 
are referring to any particular plan, or just to 
a plan of reorganization ? 

The Witness: Just a plan of reorganization. 

The Court: The objection will be overruled. 
Exception. ”’ 
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The witness further testified: I think I received 
plaintiff’s Exhibit 182, I couldn’t swear to it, it 
hasn’t any marks on it I could say about. The 
envelope isn’t with it but I think it is the one I 
received. ‘T’o my best recollection I received such a 
letter through the mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay and 
no foundation laid, and marked plaintiff’s Exhibit 
182, to which ruling of the Court, the defendants 
duly noted an exception.) [482] 

The witness further testified: That she received 
the letter, plaintiff’s Exhibit 183 for identification, 
through the mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay and 
no foundation laid, marked plaintiff’s Exhibit 183.) 

The witness further testified: That she received 
plaintiff’s Exhibit 184 for identification through the 
mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay and 
no foundation laid, and marked plaintiff’s Ex- 
hibit 184.) 

The witness further testified: That she received 
plaintiff’s Exhibit 185 for identification through 
the mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay 
and no foundation laid, and marked plaintiff’s Ex- 
hibit 185.) 
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The witness further testified: That she received 
plaintiff’s Exhibit 159 for identification through the 
mail; it was addressed to her son and she opened it; 
that it came in an envelope. 

‘‘Mr. Adams: If your Honor please, after 
the last letter was introduced, your Honor said 
the same objection and same ruling. Is that 
the way we are to carry it, or under the blanket 
ruling ? 

The Court: Either way. 

Mr. Adams: It doesn’t make any differ- 
to me. 

The Court: It is admitted subject to the 
same objection and same ruling.”’ 


(Said letter was received in evidence over the 
objection [483] that the same was immaterial, hear- 
say and no foundation laid, and marked plaintift’s 
Exhibit 159.) 

The witness further testified: That she received 
plaintiff’s Exhibit 166 for identification through the 
mail. The pencil notations on the envelope were 
placed there by me. To the best of my recollection, 
that is the envelope. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay 
and no foundation laid, and marked plaintiff’s Wix- 
hibit 166.) 

‘“‘Mr. Crawford: I am reading from plain- 
tiff’s Exhibit 182, a letter on the letterhead of 
the First Security Deposit Corporation, 415 
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South La Brea Avenue, Los Angeles, Califor- 
nia, dated June 22, 1937, addressed to Mrs. Dy 
P. Talamantes, guardian of Jack Winston, a 
minor, 1820 Acacia Street, Alhambra, Cali- 
fornia: 


‘Dear Madam: 

We regret that we find it necessary to 
exercise our rights as set forth in our bond 
obligations to extend the maturity date on 
collateral trust bonds due November 1, 
1937. 

In accordance with the foregoing the 
Board of Directors of this corporation at 
its regular meeting held June 16, 1937, 
unanimously adopted a resolution to the 
effect that all record holders of collateral 
trust bonds maturing November 1, 1937, 
shall be notified that the maturity date of 
said certificates has been extended not to 
exceed eighteen months. This constitutes 
your formal notice thereof. [484] 

Yours very truly, 
FIRST SECURITY DEPOSIT 
CORPORATION, 
(Signed) FLORENCE LONG, 
Assistant Secretary.’ 


Now, reading plaintiff’s Exhibit 183, a letter 
on the letterhead of the Investment Finance 
Company, 415 South La Brea Avenue, Los 
Angeles, May 16, 1938, addressed to Mrs. D. P. 
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Talamantes, 1820 Acacia Street, Alhambra, 
California: 


‘Dear Madam: 

You hold securities of the First Security 
Deposit Corporation (now in process of 
liquidation), Bond No. A-2463 in the 
amount of $387.23 in the name of Jack 
Winston, a minor, and we are able at this 
time to obtain for vou $251.69 on same. 

Please present this bond for payment, 
or if you prefer, take it to your bank, en- 
dorse by yourself as guardian, together 
with then enclosed affidavit property exe- 
euted before a notary and draw a draft 
on us for this amount through the Duns- 
muir and Wilshire Branch of the Bank of 
America, Los Angeles. 

This however, is subject to your accep- 
tance within thirty days. 

Yours very truly, 
Investment Finance Company 
By (Signed) C. L. Cronk.’ 


Reading now from plaintiff’s Exhibit 184, a 
letter on the letterhead of First Security De- 
posit Corporation, 415 South La Brea Avenue, 
dated July 17, 1987, as follows: 


‘To Our Bondholders: 
From the time of the organization of this 
company, it has proceeded with an orderly 
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liquidation in an effort to obtain the maxi- 
mum recovery for the out- [485] standing 
bondholders of the corporation. In the 
natural course of events, it will be some 
time subsequent to 1942 before this is ac- 
complished. 

In view of the present labor conditions 
and the governmental attitude toward the 
taxation of corporations, it is problematical 
whether the liquidation of the company 
should be further prolonged. Operating 
overhead cannot possibly be reduced as 
rapidly as the company income decreases. 
Under the circumstances, it has been 
deemed advisable to contact our outstand- 
ing bondholders for the purpose of obtain- 
ing their recommendations with reference 
to future company policy. 

For these reasons, I have been employed 
to conduct a survey of the bondholders of 
the First Security Deposit Corporation, and 
will very much appreciate the courtesy of 
an interview with you. In the near future, 
I will call upon you, or, if you prefer, I 
will see you at this office. 

Yours very truly, 
FIRST SECURITY DEPOSIT 
CORPORATION 
By. C. lL. CRONK.’ 


Reading plaintiff’s Exhibit 185, a letter on 
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the letterhead of the Investment Finance Com- 
pany, 415 South La Brea Avenue, Los Angeles, 
dated November 16, 1937, addressed to Mrs. 
D. P. Talamantes, 1820 Acacia Street, Alham- 
bra, California. 


‘Dear Mrs. Talamantes: 

You hold securities of the First Security 
Deposit Corporation, Bond No. A-2463 in 
the amount of $387.23, in the name of Jack 


' Winston, a minor, and we are able to ob- 


tain for you at this time $271.06 on same. 

[486] 
' Please present this bond for payment, 
or if you prefer, take it to your bank, en- 


‘dorse by yourself as guardian, together with 


the enclosed affidavit properly executed 
before a Notary and draw a draft on us for 
this amount through the Dunsmuir and 
Wilshire Branch of the Bank of America, 
Los Angeles. 
This however, is subject to your accep- 
tance within ten days. 
Yours very truly, 
INVESTMENT FINANCE 
COMPANY 
C. L. CRONK.’ 


Reading plaintiff’s Exhibit No. 159, a letter 
on the letterhead of the Investment Finance 
Company, 415 South La Brea Avenue, Los An- 
geles, California, July 1, 1938, addressed to 
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Jack Winston, 1820 Acacia Street, Alhambra, 
California: 

‘You hold securities of the First Security 
Deposit Corporation (now in process of 
liquidation), Bond No. A-2463 in the 
amount of $387.23, and we are able to ob- 
tain for you $290.42 on same. 

Please present this bond for payment, or 
if you prefer, take it to your bank, endorsed 
by yourself before witness, together with 
the enclosed affidavit properly executed be- 
fore a notary, and draw a draft on us for 
this amount through the Dunsmuir and 
Wilshire Branch of the Bank of America, 
Los Angeles. 

This, however, is subject to your imme- 
diate acceptance. 

Yours very truly, 
INVESTMENT FINANCE 
COMPANY 
By C. L. CRONK.’ 


Reading plaintiff’s Exhibit No. 166, a létter 
on the [487] letterhead of the Investment Fi- 
nance Company, 415 South La Brea Avenue, 
Los Angeles, California, dated October ae 
1938, addressed to Mrs. D. P. Talamantes, 1820 
Acacia Street, Alhambra, California: 


‘Dear Madam: 


The undersigned is completing his work 
In connection with the liquidation of the 
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First Security Deposit Corporation on 
November 25, 1938. Under the circum- 
stances, this will be my last communication 
to you in connection with this matter. 

You hold a collateral trust bond of the 
First Security Deposit Corporation, No. 
A-2463, in the principal amount of $387.28, 
under the name of Jack Winston, a minor. 

I am in a position to make you an offer 
of $329.14 for said bond, provided the sale 
is consummated on or before November 15, 
1938. 

Either communicate directly with me, 
or send the bond properly endorsed, to- 
gether with the enclosed affidavit properly 
executed by a notary, to the Dunsmuir and 
Wilshire branch of the Bank of America, 
of this city, and a draft in the above amount 
will be honored. 

Yours very truly, 
C. L. CRONK.’ ”’ [488] 


The witness further testified: That she did not 
finally sell her securities to the Investment Finance 
Company, or the First Security Deposit Company. 
That she does not remember receiving any corres- 
pondence or word from either the First Security 
Deposit or the Investment Finance Company eall- 
ing in her securities subsequent to the receipt of the 
last letter, Plaintiff’s Exhibit 166, dated October 23, 
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1938. I do not now have my securities. I collected 
it. It was paid. The bond matured and was paid. 
I received the face value of my security. 

(It was stipulated that the bond referred to by the 
witness was called in and paid, in the manner she 
testified to, on May 2, 1939.) 


F. W. KIDDER, 


called as a witness on behalf of the plaintiff, being 
first duly sworn, testified as follows: 


I am a Doctor with offices in the Pacific Electric 
Building; I was an investor in the Railway Mutual 
Building and Loan Association; while an investor 
there I exchanged my securities for the First Se- 
eurity Deposit Corporation. J don’t remember the 
certificates, just the number of bonds I received. I 
have 30 shares of common stock and the amount 
of bonds I only remember by the price I sold them 
for. 

‘‘Mr. Butler: I object to the testimony of 
this witness on the ground that it is hearsay and 
incompetent as to the defendant Cronk; and I 
take it that that is a running objection to all 
of his testimony while he is on the stand. 

The Court: It may be deemed to be the sub- 
ject of such [489] objection, and the objection 
is overruled; the same ruling. 

Mr. Irwin: And the objection of immaterial. 
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The Court: The same objection as to all 
defendants. 

Mr. Adams: And we have the running ob- 
jection of hearsay, and not material to the de- 
fendant Cronk? 

The Court: That is correct.”’ 


The witness was shown a form letter dated No- 
vember 15, 1932, signed ‘‘First Security Deposit 
Corporation, C. E. Perkins.”’ And a copy of a letter 
dated December 22, 1937, signed ‘‘Investment Fi- 
nance Company, by C. L. Cronk,’’ and asked whether 
or not he received the original of said letter, and 
answered, ‘‘I wouldn’t know, it has been a long 
time ago and I can’t remember. I know I received 
some letters but I wouldn’t remember as to the par- 
ticular ones.”’ 

The witness further testified: That he received 
some offers to buy his securities. That he did not 
recall from whom the offers were received. That 
he threw it in the waste paper basket with other 
advertisements. 

The witness further testified: That a person pur- 
porting to represent either the Investment Finance 
Company, or the First Security Deposit Corpora- 
tion called at his office. That he did not remember 
the date or the year, or the party’s name. That he 
knows the defendant Joseph L. Smale. 

The witness further testified: I had a conversa- 
tion with Mr. Smale but I don’t remember if it had 
any reference to this time of the letter; I don’t re- 
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member where the conversation was held. As far as 
I remember, no one else was present. T asked him 
a question about securities. I asked him if he 
thought it would be well to sell them. He said it 
was up to me, but he thought it would probably be 
a good plan to keep them. I finally sold my securi- 
ties, but I don’t know who I sold them to. 

The witness further testified: That the endorse- 
ment on the [490] check, plaintiff’s Exhibit 186 for 
identification, was his. That it must be the check 
he received for the sale of his securities. That he 
thinks the check was given to him in his office by 
Mr. Cronk. 

(Said check was received in evidence over the 
objection of the defendants, that no proper founda- 
tion was laid for its introduction. Said exhibit 
was marked plaintiff’s Exhibit 186 for identification, 
and separately certified pursuant to stipulation and 
order of Court.) 

The witness further testified: That he did not 
know the name of the person who delivered the 
check to him; the check was delivered to me in my 
office. If his signature is on it, I suppose he is the 
man I don’t know. I did not prior to the receipt 
of that eheck have any conversation with C. L. 
Cronk. 

‘“‘Mr. Crawford: At this time we wish to 
read from plaintiff’s Exhibit 45, which is the 
purchase order of the Investment Finance 
Company, reading from page No. 1033: 


672 


J. Howard Edgerton, et al., 


(Testimony of F. W. Kidder.) 


‘Purchase Order, Investment Finance 
Company, 415 South La Brea Avenue, [os 
Angeles. 

‘To Dr. F. W. Kidder.’ 

In the first column ‘A-1215; quantity 
wanted, 700; description, full paid—prior ; 
price $560; unit No. 80; 

A-2247; quantity wanted, $26.63; accu- 
mulative—prior; price, $21.30; unit, 80. 

A-5175; quantity wanted, 100; full paid— 
non-prior,’ with the initial of ‘F. W.’; 
price, $80; unit, 80. 

A-6971; quantity wanted, 60; cumulative 
—non-prior; $48; unit, 80. 

A-738; two shares preferred A; price 
$4; unit $2; 

B-310; 40 shares preferred B; price $80; 

B-308; wanted 10 shares preferred B; 
Ralph G. Gordon and Mrs. Clayton Kid- 
der; price, $20; [491] 

A-2057; quantity wanted, $215.87; cumu- 
lative—non-prior.’ And the name is ‘Bessie 
Chobotsky ; $172.96.’ 

There is one correction. Where I read 
the initials ‘F. W.,’ that is followed by 
the name ‘Kidder.’ 

‘September 14, 1938, Cronk; check No. 
244,’ 

whiewinitials are “Hi. C, T.,) “Ay ie 
and ‘R. W. S.’ 
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Will it be stipulated that those are the 
initials of the defendants? 
Mr. Irwin: So stipulated, subject to 
correction. ‘R. W. S.’ is Mr. Starr, ‘E. 
C. EO is Mr. Thomas.” 


GRACE G. BENN, 


called as a witness on behalf of the plaintiff, being 
first duly sworn, testified as follows: 


I was an investor in the Railway Mutual Building 
and Loan Association. 

‘‘Mr. Adams: May we get in our regular 
objections your Honor, on the grounds of hear- 
say and non-materiality * * * * ? 

The Court: As to all defendants same ob- 
jections, same ruling and exception. 

Mr. Irwin: May the same understanding 
be had with this witness as the objections made 
at the start, go all the way through with her 
testimony. 

The Court: Very well.’’ 


The witness further testified: That she received 
plaintiff’s Exhibit 187 for identification, a letter 
dated November 15, 1932, through the mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay and 
no foundation laid, and [492] marked plaintiff’s 
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Exhibit 187, to which ruling of the Court, the de- 
fendants duly noted an exception.) 
“Mr. Crawford: At this time J will read 
to the jury plaintiff’s Exhibit 187, which is a 
letter on the letterhead of the First Security 
Deposit Corporation: 


‘First Security Deposit Corporation 
Suite 323 Pacific Electric Building 
Sixth and Main Streets 
Los Angeles, California 

November 15, 19382 
Grace G. Benn: 

We hand you herewith securities of this 

corporation as follows: 


A-46 3 shares $60.00 

A-6048 Cumulative 221.66 

These securities are delivered to you dy 
this corporation on behalf of the Trustees 
under the Plan and Agreement and Decla- 
ration of Trust for the Reorganization of 
The Railway Mutual Building and Loan 
Association, dated November 27, 1931, and 
in conformity with said Plan and Agree- 
ment and Declaration of Trust, and your 
acceptance of these securities shall con- 
stitute delivery as contemplated under said 
Plan and Agreement and Declaration of 
Trust, and your acceptance of these se- 
curities shall constitute delivery as con- 
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templated under said Plan and Agree- 
ment and Declaration of Trust: 

Please return to us immediately the fol- 
lowing: : 

J. The Trustees’ Certificate (s) of De- 
posit which you now hold. 

2. ‘The enclosed identification »: card 
COMPLETELY filled out. , 

IMPORTANT: io 

The blue identification card is for’ your 
protection. Be sure to write your mother’s 
maiden name in the [493] space provided 
for password. 

Your signature (s) on the line provided 
at the bottom of the card must be exactly 
as written at the top of the card. 

The Certificate (s) of Deposit and iden- 
tification card above referred to MUST BE 
RETURNED TO US PROMPTLY as it 
is our only means of recognizing you for 
the payment of interest or dividends, or 
for the transfer of your securities. En- 
velope, properly stamped and addressed, 
is enclosed herewith for your use in re- 
turning same. 

Very truly yours, 

FIRST SECURITY DEPOSIT 
CORPORATION 

C. E. PERKINS, Treasurer.’ ”’ 


The witness further testified: That she received 
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plaintiff’s Exhibit 188 for identification along with 
the letter, plaintiff’s Exhibit 187; that that card 
bears her signature in the right hand corner; that 
she returned the ecard in accordance with the instruc- 
tions in the letter, plaintiff’s Exhibit 187. 

(Said card was received in evidence over the ob- 
jection that. the same was immaterial, hearsay and 
no foundation laid, and marked plaintiff’s Exhibit 
188, to which ruling of the Court, the defendants 
duly noted an exception.) 

‘““Mr.. Crawford: At this time I will read 

.to the jury :plaintiff’s Exhibit 188: 


‘First Security Deposit Corporation 

Name: Grace G. Benn The date: De- 
‘cember 1, 1932. 

Addressed: 2511 South Bronson, Los 
Angeles.’ 


I will omit the identification. 
‘Securities: A-46 — A-6048.’ 

I hereby submit the foregoing for the pur- 
poses of [494] identification, and subscribe 
to the declarations and proxy printed on the 
reverse of this card. 


‘Grace G. Benn. 

2511 South Bronson Avenue 
L. A. 

Witness: B. G. Stevens. 

0499 Brynhurst Avenue, L. A.’ 


And on the reverse side thereof the follow- 
ing: 
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‘Joint tenancy: The securities of the 
First Security Deposit Corporation listed 
on the reverse side of this card are owned 
by the undersigned as joint tenants, and. 
all monies credited to these securities, or 
any of them, or heretofore issue or credited, 
shall be received by the First Security De- 
posit Corporation under this declaration of 
joint tenancy, and by mutual agreement 
between each and all of us the receipt or 
acquaintance of any one of the undersigned 
shall be valid, and sufficient relief and dis- 
charge of the First Security Deposit Cor- 
poration of its obligations and accords 

“under said securities. At the death of a 
joint tenant herein named, the First Se- 
curity Deposit Corporation shall be noti- 
fied at once, and the survivor or survivors 
must obtain the consent in writing of the 
State Comptroller or the County Treasurer 
to the delivery or transfer of such securi- 
ties, the benefits and rights to the survivors, 
or survivor. 

Proxy: I hereby appoint R. W. Starr, 
J. L. Smale, and E. C. Thomas, or any two 
of them acting in accord, as by proxy to 
vote my shares at all meetings at which 
L am not present, or have a subsequent 
proxy, for a period of seven years, unless 
revoked earlier. Those statements or con- 
ditions, verbal or written, other than here- 
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in provided, shall be binding on the cor- 
poration.”’ 


The witness further testified: That she received 
plain- [495] tiff’s Exhibit 189 for identification 
through the mail. 

(Said letter was received in evidence over the 
objection that the same was immaterial, hearsay 
and no foundation laid, and marked plaintifi’s 
Exhibit 189.) 

The witness further testified: That she received 
plaintiff’s Exhibit 156 for identification through 
the mail at the house to which it is addressed; that 
it was in a sealed envelope. 

(Said letter was received in evidence over the ob- 
jection that the same was immaterial, hearsay and 
no foundation laid, and marked plaintiff’s Exhibit 
156.) 

The witness further testified: That she received 
plaintiff’s Exhibit 163 for identification through 
the mail; the witness was asked whether or not the 
envelope, plaintiff’s exhibit 163-A for identification, 
was the one in which the letter, plaintiff’s exhibit 
163 for identification, was received in, and an- 
swered that it was one of the envelopes she received. 
That all the letters came in envelopes similar to 
that. 

(Said documents were received in evidence over 
the objection that the same were immaterial, hear- 
say and no foundation laid, and marked plaintiff’s 
Exhibits 163 and 163-A respectively.) 
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The witness further testified: I had a number of 
telephone calls regarding the selling of my securi- 
ties, but I don’t recall just when they were. I, 
couldn’t tell you at any particular date. They were 
telephone conversations. The party called me. The 
conversations were off and on for about two years. 
That she had no conversation with Mr. Cronk after 
the receipt of the last letter, until she went to the 
office to sell her stock, but did write him a letter. 
I answered that letter by a letter. When I decided 
to sell my securities, I went over to the address on 
La Brea Street [496] and this party was in the 
office and I sold my securities that afternoon. You 
may think that I meant Mr. Cronk was in the 
office, but it was another party. I don’t recall 
that I ever saw Mr. Cronk. I didn’t see any of 
them connected with the association only that one 
time and that is the day that I went out there. I 
think the gentleman I talked to that time was Mr. 
Ireland. At that time I discussed the purchase of 
my securities. 

‘“‘The Court: Will you in the brown suit 
stand up? 

(The gentleman arose as requested. ) 

The Court: Is that Mr. Ireland ? 

The Witness: I don’t think so. 

The Court: Will you stand up? 

(The gentleman referred to arose, as re- 
quested. ) 

The Court: Is that Mr. Ireland? 
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The Witness: No. 

The Court: Will you stand up? 

(The gentleman referred to arose, as re- 
quested. ) 

The Court: Is that Mr. Ireland? 

The Witness: I don’t think so. I just saw 
him the one time. 

Mr. Lawson: May the record show that is 
Mr. Iveland. 

The Court: You are Mr. Ireland, are you 
not? 

The Defendant Ireland: Yes, your Honor. 

The Court: Stand up again. Is that the 
man you talked to, if you know? 

(The Defendant Ireland arose, as requested. ) 

The Witness: No, I don’t think so.”’ 


The witness further testified: That after she 
had this conversation, she sold her securities. That 
plaintiff’s exhibit No. 190 for identification, a check 
dated December 15, 1938, payable to herself in the 
sum of $194.41, signed, ‘‘Investment Finance Com- 
pany, by A. R. Ireland,’’ bears her endorsement sig- 
nature. That was [497] the check she received at 
the time in payment for her securities. 

(Said check was received in evidence over the 
objection that the same was immaterial, hearsay 
and no foundation laid, and marked plaintiff’s Ex- 
hibit 190.) [498] 

‘““Mr. Crawford: At this time, I want to 
read to the jury plaintiff’s Exhibit 45, page 
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1076 of the purchase order of the Investment 
Finance Company, page 1076. 
‘Purchase Order, Investment Finance 
Company, 
‘415 South La Brea Avenue, 
‘Los Angeles, California 
‘To Grace Benn: 
‘A-6048; quantity wanted 221.66; cumu- 
lative—non prior; price, 188.41; unit, 85.’ 
‘A-46;3 shares Preferred A; price, $6.00; 
unit $2.00.’ Dated 12/15/38; check No. 
2294, Ireland check, with the initial ‘R. 
Weese-iet 1. 1a: WP.’ 


(A stipulation was entered into that the bonds 
sold by witness of the plaintiff had not yet matured 
at the time of their sale.). 


——— 


FRED O. MORSE 


called as a witness on behalf of the plaintiff, having 
been first duly sworn, testified as follows: 


Tam a retired railroad man. Prior to 1932 I was 
an investor in the Railway Mutual Building and 
Loan Association. 

“‘Mr. Butler: At this time I object—— 

The Court: The same objections that have 
been made to the other investors who have 
been on the stand may be deemed to have been 
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made to the testimony of this witness; the 
same ruling; same exception; same reservation 
as to the motion to strike. For all defendants. 

Mr. Butler: A running objection. 

The Court: Yes. The objection is hearsay ; 
it is not material; it hasn’t been properly con- 
nected up. 

Mr. Irwin: And the additional one, your 
Honor, that there has been no foundation laid. 

The Court: That the corpus delicti has not 
been shown, yes. [499] 


The witness further testified: That he received a 
document entitled ‘‘Plan and Agreement of Re- 
organization,’ similar to plaintiff’s Exhibit 131 
through the mail; I don’t remember the date I re- 
member the date I received one of those. 

The witness further testified: That he received 
a letter through the mail dated December 10, 1931 
on the letterhead of the reorganization committee 
identical with that of plaintiff’s Exhibit 132. 

The witness further testified: That he received 
a letter on the letterhead of the Railway Mutual 
Building and Loan Association dated December 15, 
1931 addressed to “‘All Members’’ identical with 
that of plaintiff’s Exhibit 133. 

The witness further testified: That he received 
a letter dated April 4, 1932 and a letter dated Octo- 
ber 5, 1932, both on the letterhead of the First Se- 
eurity Mortgage Corporation through the mail and 
that said letters so received by him were respectively 
identical with plaintiff’s Exhibits 134 and 135. 
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The witness further testified: That after receiv- 
ing the document headed “Plan and Agreement of 
Reorganization for the Railway Mutual Building 
and Loan Association,” plaintiff’s Exhibit 131, he 
exchanged the securities which he held in the Rail- 
way Mutual Building and Loan Association for se- 
curities of the First Security Deposit Corporation, 
that he received the original of plaintiff’s Hxbibit 
191 for identification, a letter dated November 15, 
1932 and that at the time of the receipt of that 
letter he received the securities referred to in the 
letter. (Said letter was received in evidence and 
marked plaintiff’s Exhibit No. 191. Said letter is 
a form letter similar to that of plaintiff’s Exhibit 
187). 

The witness further testified: That accompany- 
ing the letter, plaintiff’s Exhibit 191, was a blue 
identification card similar to that contained in plain- 
tiff’s Exhibit 34 and thereafter signed the card and 
mailed it to the First Security Corporation on or 
about December 7, 1932. (The card referred to as 
a part of [500] plaintiff’s Exhibit 34 was then sep- 
arately identified and received in evidence as plain- 
tiff’s Exhibit 192). Said exhibit is separately certi- 
fied pursuant to stipulation and order of Court.) 

The witness further testified: That he received 
plaintiff’s Exhibit 193 for identification, a letter 
dated July 17, 19387, on the letterhead of the First 
Seeurity Deposit Corporation, through the mail. 
(Said letter was offered and received in evidence 
and marked plaintiff’s Exhibit No. 193. Said Ix- 
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hibit is identical with plaintiff’s Exhibit 184 here- 
inabove set forth.) 

The witness further testified: It is my recollec- 
tion that following receipt of plaintiff’s Exhibit 193 
I personally had a conversation with the defend- 
ant (. L. Cronk at my home. Besides myself, my 
wife was present. The substance of the conversa- 
tion was that the company would have to liquidate 
the—what shall I call it—the bonds or the assets of 
the company in order to complete the work that they 
were organized for. As I understand that, the 
liquidation of the assets of the company; he told 
me that probably holding the bonds until 1942 when 
they would become payable, that possibly we 
wouldn’t be able to realize the amount of the 
bonds; that was the gist of the conversation. I re- 
eall nothing else that he said particularly. 

‘“. Do you reeall whether or not anything 
was said relative to the company operating at a 
profit or loss. 

Mr. Butler: I object to that on the grounds 
that it is leading and suggestive. 

The Court: Overruled. 

Mr. Lawson: Exception. 

The Witness: J assume you mean by that 
whether they were making money or were not 
making money. 

Mr. Campbell: That is right. 

The Witness: I have told you the gist of 
the conversation. 
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Mr. Campbell: What was said in the 1re- 
gard? 

A. That the company was operating at a 
loss. 

Q. What did Mr. Cronk tell you about op- 
erating at a loss? [501] 

A. That the expenses were accumulating 
faster than the income. 


The witness was again asked whether or not any- 
thing was said relative to the ability of the com- 
pany to pay the face amount of the bonds, and an- 
swered: 

‘J think I have already stated that the possi- 
bility of the bonds not being paid in full at the 
expiration of the time. Mr. Cronk came to my 
house a second time. I received no correspond- 
ence between his first and second visit. No one 
but my wife was present at the time of this 
second conversation with Mr. Cronk. My recol- 
lection of this conversation is that Mr. Cronk 
said that the company could handle the bonds 
better than an individual could and get more 
out of them. I recall no offer being made in 
these conversations for the purchase of my 
bonds; the only offer was written in the letter. 
plaintiff’s Exhibit 158 for identification. I re- 
ceived plaintiff’s Exhibit 158 for identification 
through the mail; it was contained in an en- 
velope which was addressed to me and my best 
recollection is there was a cancelled postage 
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stamp on the envelope.’’ (Said letter was re- 
ceived in evidence and marked plaintiff’s Ex- 
hibit 158). 

‘Mr. Campbell: Reading from this letter 
(Exhibit 158) on the letterhead of the Invest- 
ment Finance Company, June 28, 1938: 


‘‘Wred O. Morse 

“1312 Bates Avenue 
‘Los Angeles, California. 
‘Dear Sir: 

‘You hold securities of the First Secur- 
ity Deposit Corporation now in process of 
liquidation, Bond No. A-1260 in the 
amount of $1000; A-2309, amount $100; 
and we are able at this time to obtain for 
vou $825 [502] on same. 

‘Please present these bonds for payment, 
or if you prefer, take them to your bank, 
endorsed by yourself before witness and 
draw a draft on us for this amount through 
the Dunsmuir-Wilshire Branch of the 
Bank of America. 

‘This, however, is subject to your imme- 
diate acceptance. 

‘Yours very truly, 
‘INVESTMENT FINANCE 
COMPANY 
‘By C. L. CRONK.’ 


Written in ink at the bottom of the letter, ‘If 
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you wish any more information, let me know 
when I can see you. C. L. C.’ 


The witness further testified: I received plain- 
tiff’s Exhibit 161 for identification through the 
mail; it was contained in an envelope addressed to 
me at the address shown in the letter; presumably 
there was a cancelled postage stamp on such en- 
velope; that is my best recollection; I did not pre- 
serve the envelope in which the letter was received. 
Neither did I preserve the envelope in which plain- 
tiff’s Exhibit 158 was received. (Said letter was re- 
ceived in evidence and marked plaintift’s Exhibit 
161). 

‘Mr. Campbell: Reading from plaintiff ’s 
Exhibit 161, on the letterhead of the Invest- 
ment Finance Company, July 29, 1938. 


‘Mr. Fred O. Morse 
‘1312 Bates Avenue 
‘Los Angeles, Calif. 
‘DeareSir : 

‘Will you be kind enough to extend to 
me the courtesy of an interview at your 
early convenience. [503] 

‘For your own information, I think this 
would be advisable. 

‘Thanking you in advance for the favor, 
IT am 

‘Very truly yours, 
‘INVESTMENT FINANCE 
COMPANY 
By CL. CRONK.’ 
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The witness further testified: That he did not 
have a further interview with Mr. Cronk after re- 
ceiving plaintiff’s Exhibit 161; that he had no 
further conversations with Mr. Cronk according to 
his recollection. I received the letter, plaintiff’s 
Exhibit 164 for identification, through the mail; it 
was contained in an envelope addressed to me at the 
same address as shown in the letter. I don’t recall 
if there was a cancelled postage on that envelope to 
the best of my recollection; presumably there was; 
I did not preserve the envelope. The letter re- 
ferred to was received in evidence and marked 
plaintiff’s Exhibit 164.) 

The witness further testified: That he received 
the letters, plaintiff’s Exhibits 194, 195, 196 and 
197 for identification through the mail. (Said let- 
ters were received in evidence and marked plain- 
tiff’s Exhibits 194, 195, 196 and 197 respectively). 

The witness further testified: That he did not 
accept any of the offers set forth in the letters 
plaintiff’s Exhibits 194 to 197, inclusive. [504] 

‘‘Mr. Campbell: Reading first from plain- 
tiff’s Exhibit No. 194, on the letterhead of the 
Investment Finance Company, October 8, 
1937: 
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‘Mr. Fred O. Morse 
1412 Bates Avenue 
Los Angeles, Calif. 


Dear Mr. Morse: 

‘According to the records of the First 
Security Deposit Corporation, you hold 
Bond No. A-1260 in the amount of 
$1,000.00, Bond A-2309 amount $100.00 and 
Certificate A-832 for eighteen shares Pre- 
ferred, and we are able at this time to ob- 
tain for you $806.00 on same. 

Please present these for payment, or, if 
you prefer, take them to your bank, en- 
dorse by yourself before witness, and draw 
a draft for this amount on us through the 
Dunsmuir and Wilshire Branch of the 
Bank of America. 

This, however, is subject to your accept- 
ance within ten days. 

Yours very truly 
INVESTMENT FINANCE 
COMPANY 
By CO. ly CRONK.” 


Plaintiff’s Exhibit 195, dated November 1], 
1937, on the letterhead of the Investment Fi- 
nance Company, 415 South La Brea Avenue, 
Los Angeles. 
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“Mr. Fred O. Morse 
1312 Bates Avenue 
Los Angeles, California 


Dear Sir: 

You hold securities of the First Secure 
ity Deposit Corporation, Bond No. A-1260 
in the amount of $1,000.00, Bond A-2309 
amount of $100.00, Certificate A-832 for 
eighteen shares Preferred, [505] and we 
are able at this time to obtam for you 
$806.00 on same. 

Please present these for payment, or if 
you prefer, take them to your bank, en- 
dorse by yourself before witness, and draw 
a draft on us for this amount through the 
Dunsmuir and Wilshire Branch of the 
Bank of America. 

This however, is subject to your accept- 
ance within ten days. 

Yours very truly 
INVESTMENT FINANCE 
COMPANY 
By C. L. CRONK.’ 


Plaintiff’s Exhibit No. 196 upon the letter- 
head of Investment Finance Company, dated 
December 31, 1937. 
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‘Mr. Fred O. Morse 
1312 Bates Avenue 
Los Angeles, California 


Dear Sir: 

You hold securities of the First Secur- 
ity Deposit Corporation, Bond No. A-1260, 
in the amount of $1000.00, Bond No. 
A-2309 amount $100.00, and Certificate 
A-832 for eighteen shares Preferred, and 
we are able at this time to obtain for you 
$806.00 on same. 

Please present these securities for pay- 
ment, or if you prefer, take them to your 
bank, endorse by yourself before witness, 
and draw a draft on us for this amount 
through the Dunsmuir and Wilshire 
Branch of the Bank of America. 

You will reeall that the First Security 
Deposit Corporation was organized to 
liquidate a large portion of the assets of 
the Old Railway Mutual Building and 
Loan Association over a period of time to 
the hest advantage of the depositors. It is 
my understanding had this not been done, 
the situation would in all probability ]506] 
have been liquidated under a_ foreed 
liquidation with its incidental low prices 
by the building and loan commissioner. 

Furthermore, I feel that the gentlemen 
who have had charge of this corporation 
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have done a splendid piece of work in 
bringing about a condition where we are 
able to obtain seventy cents on the dollar 
for the bonds. 

In other words, you can obtain $806.00 
for your holdings, or wait approximately 
six and one-half years and take your 
chances on securing more out of what is 
left of the assets after over $900,000.00 has 
already been liquidated. 

This offer is good until February Ist, 
1938. 

Yours very truly, 
INVESTMENT FINANCE 
COMPANY 
By ©. L. CRONK.’ 


Government’s Exhibit 197, on the letterhead 
of Investment Finance Company, dated April 


19, 1938. 


‘‘Fred O. Morse 
**1312 Bates Avenue 
‘‘Los Angeles, California 


‘‘Dear Sir: 

“You hold securities of the First Secur- 
ity Deposit Corporation, Bond No. A-1260 
in the amount of $1,000.00, A-2309 amount 
$100.00 and Certificate A-832 for eighteen 
shares Preferred, and we are able at this 
time to obtain for you $751.00 on same. 
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‘Please present these securities for pay- 
ment, or if you prefer, take them to your 
bank, endorse by yourself before witness, 
and draw a draft on us for this amount 
through the Dunsmuir and Wilshire 
Branch of the Bank of America. 

‘““This, however, is subject to your ac- 
ceptance within thirty days. 

‘“Yours very truly, 
“INVESTMENT COMPANY 
COMPANY 
“by C. Li. CRONK.” 


Plaintiff’s Exhibit 158, on the letterhead of 


Investment Finance Company, dated June 25, 
1938. 


‘Fred O. Morse 

1312 Bates Avenue 

Los Angeles, California 
Dear Sir: 

You hold securities of the First Security 
Deposit Corporation (now in process of 
liquidation), Bond No. A-1260 in the 
amount of $1000.00, A-2309 amount 
$100.00, and we are able at this time to ob- 
tain for you $825.00 on same. 

Please present these bonds for payment, 
or if you prefer, take them to your bank, 
endorse by vourself before witness and 
draw a draft on us for this amount through 
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the Dunsmuir and Wilshire Branch of the 
Bank of America. [507] 
This however, is subject to your 1mmedi- 

ate acceptance. 

Yours very truly, 

INVESTMENT FINANCE 
COMPANY 
By C. L. CRONK.’ 


Written in pen: ‘If you wish any more 


information, let me know when I can see 
you. C. L. C.’ 


Plaintiff’s Exhibit 164, upon the letterhead 
of the Investment Finance Company, dated 
October 26, 1938. 


‘Mr. Fred O. Morse 
1312 Bates Avenue 

Los Angeles, California 
Dear Sir: 

The undersigned is completing his work 
in connection with the liquidation of the 
First Security Deposit Corporation on No- 
vember 25th, 1938. Under the cireum- 
stances, this will be my last communication 
to you in connection with this matter. 

You hold collateral trust bonds of the 
First Security Deposit Corporation, Nos. 
A-1260 in the principal amount of $1000.00, 
and A-2309 in the amount of $100.00, to- 
gether with eighteen shares of Preferred 
stock of said corporation. 
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I am in a position to make you a total 
offer of $971.00 for said securities, pro- 
vided the sale is consummated on or before 
November 15th, 1938. 

Either communicate directly with me, or 
send your securities properly endorsed to 
the Dunsmuir and Wilshire Branch of the 
Bank of America, this city, and a draft on 
us in the above amount will be honored. 

Yours very truly 
C. L. CRONK.’ ”’ [508] 


8 
1 


The witness further testified: I received a letter 
from the corporation in June or July of 1939 stat- 
ing that if I wished to turn in the bonds I would 
receive face value and interest to date. The letter 
I refer to is plaintiff’s Exhibit 198 for identifica- 
tion. The date of that letter, July 7, 1939, re- 
freshes my recollection as to the time I tuined in 
my bonds. I received on that occasion the full face 
value plus interest for my bonds. 


Cross Examination 
By Mr. Irwin: 
(Upon request the plaintiff produced a check 
dated August 9, 1939). 

““Q. May I show to the witness a check, on 
it bearing the notation ‘First Security Deposit 
Corporation,’ dated August 9, 1939. May I 
direct the witness’ attention to the endorse- 
ment on the back? J will ask you if that is 
your signature. 
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A. That is my signature.’’ 


(The check was received in evidence and marked 
defendant’s Exhibit J). 

‘Mr. Irwin: Check of the First Security 
Deposit Corporation of August 9, 1939, ‘Pay 
to the order of Fred O. Morse, $1,172.92, First 
Security Deposit Corporation, by J. Howard 
Edgerton and Louise Phillips.’ 

And under ‘Description, date and amount,’ 
appears the following: ‘Bond A-1260, $1,000, 
interest $35; Bond A-2309, $100, interest 
$37.92; total $1,172.92.’ 


Bearing the endorsement, as heretofore iden- 
tified, and the cancellation as having been paid 
on August 11, 1939.’’ 


The witness further testified: ‘That he did not 
sell his 18 shares in the First Security Deposit Cor- 
poration, but still retains them. [509] 


AUDRA D. JONES 


called as a witness on behalf of the plaintiff, hav- 
ing been first duly sworn, testified as follows: 


I am the widow of Herbert C. Jones; prior to 
1932 my husband and myself held certain securities 
of the Railway Mutual Building and Loan Asso- 
ciation; we thereafter exchanged its securities for 
securities of the First Security Deposit Corpora- 
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tion. The witness’ attention was directed to a blue 
eard, plaintiff’s Exhibit 34, and testified that her 
signature appeared thereon. She does not remember 
when she received the card and signed the same. 
Upon objection being made, the court stated: 
‘‘The same objection heretofore made to the 
testimony of these other investors may be 
deemed to be made as to all defendants at this 
time, and the same ruling.”’ 


The witness further testified: That she received 
the card and signed it somewhere along the time 
that it bears date. That her best recollection is that 
after signing the card, she forwarded it to the 
First Security Deposit Corporation. 

‘*@. Mrs. Jones, did you hold, you and your 
husband, the following securities of the First 
Security Deposit Corporation: No. A-798 for 
twelve shares of preferred A stock; No. A-6967 
accumulative bond six year maturity, $1,005.49 ; 
No. A-2239 accumulative bond six year ma- 
turity, $4,242, 

A. I thiiesthat is rieht,”’ 


The witness further testified: I received a letter 
in August 1937 asking me to call at the office and 
talk it over with them; I don’t think I preserved 
that letter; as near as I can remember, the letter 
was signed by Mr. Cronk. After receiving the let- 
ter I went to the offices of the company out on 
La Brea. On the oceasion I went to the offices 
of the company, I sold my securities. The witness 
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was shown plaintiff’s Exhibit 199 for identification, 
a check dated August 4, 1937 and signed ‘“‘C. L. 
Cronk’’ [510] and testified that her endorsement 
appeared on the reverse side of the check; that 
she received the cheek on the date it bears. The 
check was received in payment for her securities; 
that was the full amount which she received. On 
the occasion I went to the offices and on which 
occasion I received this check I had a conversation 
with a man whom I supposed was Mr. Cronk. 
‘*@. Do you recognize the gentleman in the 
court room with whom you had conversation 
on that occasion? 
A. I don’t think I would. 
Q. Well, will you look about the court room 
and see if you see him here?’’ 


Thereupon the court directed each defendant suc- 
cessively to stand and inquired of the witness if 
such defendant was the person with whom she had 
the conversation and the witness in each instance 
replied ‘‘No”’ or ‘‘T don’t think so.’’ 


MARY WISELEY 


called as a witness on behalf of the plaintiff, hav- 
ing been first duly sworn, testified as follows: 


I am the widow of George Wiseley; prior to 
1932 my husband and I owned securities of the 
Railway Mutual Building and Loan Association; 
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thereafter we exchanged them for securities of the 
First Security Deposit Corporation. They con- 
sisted of five bonds of $500.00 each; and then there 
was one called a note, a 12-month note for $50.78. 
I recall that the five $500.00 bonds had a maturity 
date of November 1, 1942 and that the $50.73 note 
had a maturity date of August, 1935. 

‘“‘Mr. Adams: This is a new witness. At 
this time we wish to make our usual objection 
of hearsay and not material to the issues. 

The Court: The objections may be deemed 
to be made; same ruling; as to all defendants. 

[511] 

Mr. Irwin: Exception.”’ 


The witness further testified: That the $50.73 
note maturing in August 1985 was paid in full 
plus interest. That she subsequently disposed of 
her five $500.00 bonds in the early part of 1938, 
to the First Security Mortgage Deposit Corpora- 
tion; that at the time she disposed of them she 
received a check; that the check dated April 6, 
1938, signed *‘C. L. Cronk’’ bore her endorsement. 
Plaintiff’s Exhibit 201 for identification, a check 
for $1,875 is the check she received on or about 
April 6, 1938 for her bonds; that is the total amount 
she received. (Thereupon said check was received 
in evidence and marked plaintiff’s Exhibit 201 for 
identification. Said check is separately certified pur- 
suant to stipulation and order of Court.) 

The witness further testified: I have known Dr. 
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Starr a good many years. Prior to my disposition 
of my bonds in the sum of $1875 I had a conver- 
sation with Dr. Starr relative to the sale of my 
bonds. There was more than one conversation. The 
first conversation was quite a number of months 
before the sale. It was in Dr. Starr’s office. I and 
my husband were patients of Dr. Starr. No one 
was present besides myself and Dr. Starr. 

‘*@. Will you relate what was said on that 
occasion with relation to the sale of your 
bonds? Stating in substance, if you do not 
recall the exact words. 

A. Well, the wording was that they would 
offer me so much on the dollar. 

Q. What did Dr. Starr say in that re 
gard ? 

A. He said, ‘I would take that, if I were 
you.’ 

Q. What figure was said? 

A. That was 75 cents on the dollar. 

Q. What did he say about your taking it? 

A. Well, he said his advice to me would 
be to take it, that he had a sister who was in 
the same thing, ad he ad- [512] vised her to 
take it, 75 cents on the dollars.’’ 


The witness further testifed: At that time Dr. 
Starr stated they were going to liquidate; that 
I had better take the 75¢ because they were going 
to liquidate; that they felt they couldn’t go on 
and pay the amount of interest; that they would 
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have to liquidate. I had quite a number of con- 
versations with Dr. Starr trying to see if I could 
get more than 75c. On these oceasions I would say 
that I brought up the subject of the sale of my 
bonds because I was most interested in it. I am 
acquainted slightly with the defendant Twombly. 
I have only seen him in the office; it was probably 
a couple of months before I sold my bonds. I went 
to the office to talk to Mr. Twombly. Mr. Twombly 
simply said that he would advise me to take what 
was offered to me; that they wanted to liquidate 
and it might be that I would not do so well if 
I kept holding the bonds; it might be I couldn’t 
get that much. I am only acquainted with the De- 
fendant Cronk in a business way; he was the one 
that came to my house. The first occasion he came 
to my house was quite a few weeks or months 
prior to my selling the bonds; in that conversation 
he said the same as the others; advised me to 
accept this and was very anxious for me to accept 
it—that is what he stated. Mr. Cronk came to my 
house several times and called me over the tele- 
phone. The conversation was substantially the same 
on each oceasion. I had a conversation with Mr. 
Cronk on the day I sold my bonds, and he said 
he couldn’t advise me to hold on; that they were 
trying to get things straightened up to liquidate. 
IT surrendered my securities on that day and _ re- 
ceived a cheek for $1875. 

“Mr. Campbell: I will read from Govern- 

ment’s Exhibit 45. 
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‘Purchase Order Record, Investment 
Finance Company. Order No. 971,’ dated 
April 6, 1938. 

‘Mary L. Wiseley, A-1499; quantity 
wanted, [513] 2500; full paid—prior; 
price, $1875.00; unit price $75; 4-6-38; 
Cronk, Check No. 216,’ and the initials 
of(C. Wal eH: Get,’ and ‘R.eW. 3a 


Cross Examination 
By Mr. Irwin: 

The witness testified that defendant’s Exhibit 
K for identification bore her signature. 

‘Myr. Irwin: May the record show that I 
have directed the witness’ attention to De- 
fendant’s Exhibit K, which is two certificates 
of deposit of the Railway Mutual Building 
and Loan Association, No. 1299, and No. 1300, 
bearing date of March 5, 19382. 

The endorsement on the back bears the date 
of December 13, 1932.”’ 


(It was thereupon stipulated that defendant’s 
Exhibits K and L for identification were interim 
certificates used after the date of deposit of the 
securities of the Railway Mutual and Loan Asso- 
ciation and prior to the issuance of the securities 
of the First Security Deposit Corporation; that 
they are certificates of deposit received by the 
witness upon her depositing with the trustee the 
securities set forth in the certificates.). (Said docu- 
ments were received in evidence and marked de- 
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fendant’s Exhibits K and L. Said exhibits are 
separately certified pursuant to stipulation and or- 
der of Court.). 

The witness further testified: The $50.00 note 
was paid with whatever interest was due on it 
quite some time prior to the transaction in con- 
nection with the sale of the five $500.00 bonds. 
I received interest on these bonds at the rate of 
6%. I received this interest from the First Se- 
curity from the time the bonds were issued, twice 
a year right up to the time I sold them. (It was 
stipulated that the records reflect that the maturity 
date of the five $500.00 bonds of this witness was 
November 1, 1942). 

‘‘Mr. Lawson: In connection with the last 
witness, Mr. [514] Campbell gave me these cer- 
tificates of deposit relative to Herbert C. and 
Audra D. Jones, and I would like to have 
those marked for identification.’’ (Thereupon 
said documents were marked defendant’s Ex- 
hibit M-1 to M-6 inelusive for identification.) 


LELAND H. BIDLEMAN 


ealled as a witness on behalf of the plaintiff, hav- 
ing been first duly sworn, testified as follows: 


Prior to 1932 I was a depositor and security 
holder of the Railway Mutual Building and Loan 
Association. 
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‘“The Court: Same objections as to this tes- 
timony on behalf of all the defendants may be 
deemed to have been made; the same ruling; 
subject to the same motion to strike. 

Mr. Irwin: Exception.’’ 


The witness further testified: That thereafter he 
exchanged securities which he had in the Railway 
Mutual Building and Loan into securities of the 
First Security Deposit Corporation; that his in- 
vestment in the Railway Building and Loan Asso- 
ciation was $16,224.82; that in exchange he received 
from the First Security Deposit Corporation cer- 
tificates and shares of stock in the same amount; 
that he has a record of the certificate numbers 
together with the amounts. 

‘“@. Will you state that? 

A. A1053, 5000, 700; A 1044, 3000; A 5010, 
$4,100.00; A 5011, 1600; that makes a total 
of $14,400.00. Then I had 

Q. Jus a moment. Were all of those, which 
you have just described there, given to you 
in bonds? 

A. They were in bonds, some of those were 
bonds, yes. 

@. Proceed. What other securities were you 
given? 

A. A 48, 55 shares, that come to $1100.00; 
A 67, 3 shares, $60.00; A 4920, 20 shares, 
$400.00, $20.00 a share, 78 shares.’’ [515] 


The witness further testified: That the total of 
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the securities that he received from the First Se- 
eurity Deposit Corporation as shown on their face 
was $16,224.82. I received plaintiff’s Exhibit 162 
for identification, a letter dated July 27, 1938 
through the mail. At the time I received the letter 
it was enclosed in an envelope addressed to me 
at the address shown on the faee of the letter; 
the envelope was post marked. I do not now have 
that envelope. 

‘“‘Mr. Campbell: This will be offered as 
plaintiff’s Exhibit 162. 

Mr. Ivwin: Your Honor, in addition to the 
other objections, that letter there was identified 
some tine ago, I don’t know whether we have 
the objections of materiality, and the founda- 
tion, as to this, or not.’’ 

“The Court: That objeetion will be deemed 
to be made on behalf of all the defendants, 
overruled, exeeption allowed, subject to a mo- 
tion to strike. 

Mr. Campbell: Reading plaintiff’s Exhibit 
162, on the letterhead of the Investment 
Finance Company, July 27, 1938: 


‘Mr. Leland H. Bidleman 
‘Route No. 2 

‘Little Falls, New York 
‘Dear Sir: 

‘Supplementing previous correspondence 
regarding the bonds and Preferred stock 
of the First Security Deposit Corpora- 
tion whieh you hold, I am somewhat at 
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a loss to understand why you have not 
written me, and thought perhaps you did 
not understand the situation. 

‘In the first place, the First Security 
Deposit Corporation was organized in 1932 
to handle the liquidation of the assets of 
the old Railway Mutual Building and Loan 
Association, and it is my understand- [516] 
ing had this not been done, the assets would 
have been liquidated by a receiver ap- 
pointed by the building and loan commis- 
sioner at that time. 

‘This corporation is now in the final 
stages of this liquidation. Special arrange- 
ments were made whereby we could obtain 
for you and Mr. Hicks the amount stated 
in my former letter. It gives you eighty 
eents on the dollar on the bonds and two 
dollars per share for the Preferred stock, 
which of course is secondary to the bonds. 
These bonds are due in 1942, and under 
the trust indentnre they have an addi- 
tional eighteen and four months or twenty- 
two months which would be about the mid- 
dle of 1944. 

‘In my opinion, the thing for you to 
decide is whether it would be to your ad- 
vantage to cash these bonds at eighty cents 
or wait that length of time with the chance 
of realizing anv more out of what is left 
of the assets after more than one million 


vs. United States of America 707 


(Testimony of Leland H. Bidleman.) 

dollars worth of assets has been liquidated. 
It is my understanding further that such 
an amount of the assets have been dis- 
posed of to the extent that the income has 
been cut down where it is imsufficient to 
meet the monthly operating over-head. 
Consequently, it seems to me that the smart 
thing to do is to complete the liquidation 
as soon as possible, rather than continue 
another six years with a monthly operat- 
ing deficit, and it is due to this condition 
that we are able to obtain this price for 
your bonds, as you are one of the few re- 
maining large holders. 

‘If this does not explain the matter sat- 
isfactorily, please let me know, and if the 
offer is acceptable you may endorse the 
securities as indicated in my recent letter 
and draw a draft on the Investment 
Finance Company accordingly. [517] 

‘In any event, the expression of your 
wishes in the matter will be greatly ap- 
preciated. 

‘Yours very truly, 
‘INVESTMENT 
FINANCE COMPANY 
‘By C. L. CRONK’”’ 


The witness further testified that plaintiff’s Ex- 
hibit 202 for identification, a telegram, was re- 
ceived by him on the date it bears, October 17, 
1938. 
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“Mr. Campbell: <As_ plaintiff’s Exhibit 
202A, I will offer a copy of the same tele- 
gram, to which is attached a pencil copy of 
the same telegram, bearing the signature ‘C. L. 
Cronk’, and the initials ‘O. K., J. A. T.’ under 
our stipulation as to signatures and initials. 

I will offer this as plaintiff’s Exhibit 202A 
so that it may bear the same number. 

I will now offer the first document in evi- 
dence as plaintiff’s Exhibit 202. 

The Court: It may be received and so 
marked. 

(Plaintiff’s Exhibit No. 202 and 202A were 
received in evidence.) 

Mr. Campbell: These will be marked as 
202 and 202A in evidence, is that correct, your 
Honor? 

Mr. Campbell: Reading plaintiff’s Exhibit 
202, telegram on the blank of the Western 
Union, addressed to 


‘Leland H. Bidleman 
eivoute: 2 
‘Little Falls, New York. 

‘Finishing my work November 1st. The 
recent offer [518] securities First Secur- 
itv Deposit Corporation still obtainable if 
accepted by above date, otherwise with- 
drawn. Draw draft as outlined in letter. 
Prompt reply will be appreciated. 

‘C. L. CRONK.’ ”’ 
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The witness further testified: That subsequent to 
the receipt of the telegram, I accepted the offer 
and that I received for my securities $11,887.85. 
T received plaintiff’s Exhibit 203 for identification, 
a letter on the letterhead of the Investment Finance 
Company dated December 5, 1936, through the mail. 
I received plaintiff’s Exhibits 204 and 209 respec- 
tively, dated March 30, 1937 and March 28, 1938, 
for identification through the mail. (Said letters 
were received in evidence and respectively marked 
plaintiff’s Exhibits 203, 204 and 205.) 

The witness further testified: That he received 
plaintiff’s Exhibit 167 for identification, a letter 
on the letterhead of the Investment Finance Com- 
pany dated June 30, 1938 in the envelope attached, 
through the mail. (Said letter was received in 
evidence and marked plaintiff’s Exhibit 167.) [519] 


“Mr, Campbell: Plaintiff’s Exhibit 203: 


‘Investment Finance Company 
415 South La Brea Avenue 
Los Angeles, California 


December 5, 1936. 


Leland H. Bidleman or 
Grace Bidleman 

Route No. 2 

Little Falls, N. Y. 


Dear Sir and Madam: 

What is the present market value of 
my First Security Deposit Corporation 
bonds? Is it possible now for me to realize 
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immediate cash and suffer no unfair loss? 
These and other questions, naturally arise 
in the minds of investors whose securities 
have been adversely affected by conditions 
through which we have been passing for 
the past few years. We want to assist you 
on the basis of the actual operating ex- 
perience of the First Security Deposit 
Corporation. At this time we can offer to 
all bondholders in the First Security De- 
posit Corporation a cash market for their 
bonds, and would welcome an opportunity 
to talk this matter over with you. 

‘Should you feel that you can make bet- 
ter use of money at this time, either in 
the making of other investments or in the 
meeting of current needs, rather than wait- 
ing and endeavoring to anticipate what 
economic events or happenings will occur 
between now and the time these bonds ma- 
ture, we will pay you a fair price for your 
bonds. This is a matter strictly for your 
own judgment. 

‘It undoubtedly will become necessary 
for the First Security Deposit Corpora- 
tion to revamp the present operating set-up 
in order to cope with rapidly changing 
conditions, the fall in interest rates, and 
increased taxes. These are conditions over 
which neither you nor the First Security 
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Deposit Corporation have any control. 
[520] 

‘Our sole aim is to make what we con- 
sider a fair offer in order that those who 
hold bonds and desire, or need, money at 
this time may have an opportunity to pro- 
cure it. This offer remains open until Jan- 
uary 15th, 1937. 

‘If you should desire further informa- 
tion regarding the First Security Deposit 
Corporation, either that company or this 
company as its affiliate, will gladly assist 
you in any way possible. 

Yours very truly, 
INVESTMENT 
FINANCE COMPANY 
By C. W. TWOMBLY’. 


Plaintiff’s Exhibit 204, on the letterhead of 
Investment Finance Company: 


‘Investment Finance Company 
415 South La Brea Avenue 
Los Angeles, California 


March 30, 1937. 


Grace Bidleman or 
Leland H. Bidleman 
323 W. 4th St. 

Long Beach, California. 


Dear Sir and Madam: 


‘The inquiries of First Security Deposit 
Corporation bondholders to our letter of 
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December 5, 1936, were greater than we 
had anticipated. 

‘We now have available funds with 
which to purchase First Security Deposit 
Corporation bonds, and for a limited pe- 
riod will pay the best cash market price 
available to any who desire or need money 
at this time for current needs or other in- 
vestments. 

‘Changing market conditions may af- 
fect a quotation on your First Security 
Deposit Corporation bonds. However, we 
will again attempt to satisfy any interested 
[521] bondholders. 

‘This offer will remain open only for 
such time as we are able to meet the de- 
mands under current conditions. 

Yours very truly, 
INVESTMENT 
FINANCE COMPANY 
By C. W. TWOMBLY’. 


Plaintiff’s Exhibit 205, on the letterhead of 
Investment Finance Company. 


‘My. Leland H. Bidleman 
324 West Fourth Street 
Long Beach, California 


Dear Mr. Bidleman: 

‘You hold securities of the First Se- 
curity Deposit Corporation, Bond No. 
A-1043 in the amount of $5,700.00, A-1044 


vs. United States of America 713 


(Testimony of Leland H. Bidleman.) 

amount $3,000.00, A-501, amount $4,100.00, 
A-5011, amount $1,600.00, A-6850, amount 
$264.82, and certificates A-48 for fifty-five 
shares Preferred, A-677 for three shares 
Preferred, and A-49 for twenty shares Pre- 
ferred, and we are able at this time to ob- 
tain for you $9,532.12 on same. 

‘Please present these securities for pay- 
ment, or if you prefer, take them to your 
bank, endorse by yourself and Grace Bidle- 
man before witness, and draw a draft on 
us for this amount through the Dunsmuir 
and Wilshire Branch of the Bank of Amer- 
ica, Los Angeles. 

‘This, however, is subject to your imme- 
diate acceptance. 

Yours very truly,. 
INVESTMENT 
FINANCE COMPANY 
By C. L. CRONK. 

P.S. I live in Long Beach and my 
‘Phone number is 869-95. Will be glad to 
call for interview any time at your con- 
venience.’ [522] 
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Plaintiff’s Exhibit 167, upon the letterhead 
of the Investment Finance Company: 


‘Mr. Leland H. Bidleman 
324 West Fourth Street 
Long Beach, California 


Dear Mr. Bidleman: 

‘At the suggestion of Mr. C. M. Hicks, L 
am writing regarding arrangements made 
with him for hquidation of bonds of the 
First Security Deposit Corporation. You 
hold bond No. A-10438 for $5,700.00; A-1044 
for $3,000.00, A-5010 for $4,100.00, A-5011 
for $1,600.00 and A-6850 for $264.82, and 
Certificate A-48 for fifty-five shares Pre- 
ferred, A-677 for three shares Preferred, 
A-49 for twenty shares Preferred. 

‘As you know the First Security De- 
posit Corporation is the lquidation cor- 
poration for the old Railway Mutual 
Building and Loan Association. We have 
arranged and ean obtain for you at this 
time a total of $11,877.85 for these securi- 
ties. Please endorse in blank by yourself 
and Grace Bidleman and draw draft on us 
for a like amount through your bank, at 
taching said securities. Please instruct 
your bank to send them through the Duns- 
muir and Wilshire Branch of the Bank of 
America, Los Angeles, or if you prefer, 
you may send the securities, properly en- 


vs. United States of America 715 


(Testimony of Leland H. Bidleman.) 
dorsed, to Mr. Hicks and I will take them 
up through him. 

‘Tl think Mr. Hicks has written to you 
explaining these arrangements. This offer 
is for your immediate acceptance only. 

Yours very truly, 
INVESTMENT FINANCE 
COMPANY 
By C. L. CRONK.’ ” [523] 


Cross Examination 
By Mr. Irwin: 

The witness further testified: I have a written 
record with me of the maturity dates of those 
bonds; those bonds were due in 1942. At the time 
these transactions were initiated I spent two or 
three months at Long Beach. The Mr. Hicks re- 
ferred to in one of the letters is a friend of mine 
who lives in Long Beach. 


Cross Examination 
By Mr. Lawson: 

The witness further testified: J did not write 
any letters to the First Security Deposit Corpora- 
tion or the Investment Finance Company. 

‘‘Mr. Lawson: Do you have any letters, Mr. 
Campbell, in your possession ? 

The Witness: The only one I wrote is I 
wrote one thing, I was looking into the matter 
and to see whether I could afford to lose that 
amount of money. 
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By Mr. Lawson: 

Q. I submit to you a letter. 

A. In 19338. 

Q. Did you write that letter? 

A. (Examining document). I did.’’ 

‘‘Mr. Lawson: There is a detached note 
form on one of the letters. Perhaps Mr. Camp- 
bell can explain that. 

Mr. Campbell: Yes, the first one I handed 
to you. 

Mr. Lawson: That would be the letter of 
May 1933. So it ought to be attached to that 
exhibit that is already in. 

The Court: It may be attached and made a 
part of the exhibit.’’ 


(Said letter dated May 15, 1933 from 323 West 
4th Street, Long Beach, California, addressed to the 
First Security Deposit Corporation, was received in 
evidence and marked defendant’s Exhibit N.) [524] 

The witness further testified: I kept in close 
touch with my investment with the company to see 
how matters were progressing in connection with 
the company. I kept in touch with the checks of 
the First Security Deposit Corporation. I talked 
over the affairs of the Investment Finance Com- 
pany with my friend Mr. Hicks after this Cronk 
had been with him. We had taken Cronk into con- 
sideration. I wasn’t taking Mr. Hicks in, I was 
taking this man, Cronk. J did not discus this with 
anybody else besides Mr. Hicks, only with the banks. 
I took it up with the bank in Little Falls. I took 
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it up with the bank somewhere along in November 
and December of 1938; that 1s when the deal was on. 
‘‘@. Had you referred it to any other bank 
before that time ? 
A. No. I referred it to the banks. I showed 
the letters to the bank. 
Q. Did the bank make an investigation? 
A. They made an investigation. 
Mr. Campbell: That is objected to as im- 
proper cross examination. 
& # * * oe % coe 
The Court: The objection will be sustamed 
on the ground that it is not proper cross ex- 
amination.”’ 


The witness further testified: ‘Chat he wrote the 
letter dated July 26, 1938 and sent it to the Invest- 
ment Finance Company; that his letter is in reply 
to the Investment Finance Company letter of July 
17, 1938. (Said letter was offered and received in 
evidence as defendant’s Exhibit P). 

‘‘Mr. Lawson: I wish to read this letter 
(Exhibit P) at this time. 


‘Little Falls, New York 
‘Jit 26711938 
‘Investment Finanee Company [525] 
‘415 South LaBrea Avenue 
‘Los Angeles, California. 
‘Dear Sir: 
‘Considering offer of July 17, 1938, we 
are checking up on our financial affairs to 
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see if we can afford to lose so large an 
amount on First Security Deposit Corpora- 
tion shares and bonds. 
“Thanking you, I will keep in touch with 
you. 
Yours very truly, 
LELAND H. BIDLEMAN, 
GRACE BIDLEMAN,’ ”’ 


The witness further testified: That he signed 
his own name and that of Grace Bidleman to the 
letter. (Defendant’s Exhibit P). I sold the securi- 
ties after I wrote that letter; that is, after I had 
considered about two or three months. I took it 
under consideration for two or three months. As 
stated in my letter, I was checking up. I made a 
check-up in this way; I figured their statements 
kept showing a deficiency all the whole and bye and 
bye they would go broke and I couldn’t get nothing. 
Asked if he got his interest on the securities from 
the First Security Company, the witness answered: 
‘‘T got them regularly in an irregular way”’. 

The witness further testified: That he talked 
with Mr. Cronk down at Long Beach when he first 
came around. I told Mr. Cronk I wasn’t doing 
business that way. When I did business I did it 
through the banks. I talked to Mr. Cronk once or 
twice. Besides myself when I talked with Mr. 
Cronk, Mrs. Bidleman was present. I couldn’t tell 
you when that was that I talked with him; the first 
maybe was February or January in 1938. TI told 
Mr. Cronk that I did business with the banks. 
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‘Cross Examination 
(Continued ) 
By Mr. Butler: 

Q. Mr. Bidleman, do you recognize anybody 
in the [526] court room that you talked with 
in regard to your securities ? 

A. I don’t know whether Mr. Cronk is pres- 
ent o1 not. 

The Court: Can you see well enough to 
know people? 

Will you come up here please, so he can see 
you? 

(The defendant indicated came Paar 

The Court: Did you ever ‘talk with this 
man, so far as you know? 

The Witness: What is that? 

The Court: Did you ever talk with this 
man? I am going to bring up several of them. 
Did you ever talk with that man? 

The Witness: I couldn’t say. He has changed 
some if I have. I think that man was a fleshy 
fellow. 

The Court: Will you come forward, please? 

(The defendant indicated came forward.) 

The Court: Have you ever talked with this 
man ? 

The Witness: No. 

The Court: Will you come up here? 

(The defendant indicated came forward.) 

The Witness: Go back. I never talked with 
him, no. Sit down. 
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The Court: Did you ever talk with him? 
The Witness: No. 
The Court: Will you come up here? 
(The defendant indicated came forward.) 
The Court: No, sit down. 
Will you come up? 
The Witness: No, not that one.’’ [527] 


CLARENCE M. HICKS 


called as a witness on behalf of the plaintiff, having 
been first duly sworn, testified as follows: 


‘‘Mr. Irwin: Same objections as has gone 

to the other witnesses will go to this witness. 
The Court: Same objection, same ruling. 
Mr. Irwin: And exception.”’ 


The witness testified: I live at 323 West 4th 
Street, Long Beach. During the year 1932 and 
prior thereto, my wife and I were owners of securi- 
ties or depositors with the Railway Mutual Build- 
ing and Loan Association. During the course of 
1932 I exchange the securities I had in that building 
and loan association for securities of the First 
Security Deposit Corporation. Since I exchanged 
my securities I have received correspondence from 
the First Security Deposit Corporation. I have 
also received correspondence froin the Investment 
Finance Company. I did not retain any of that 
correspondence. I received the original of plain- 
tiff’s Exhibit 206 for identification, a form letter 
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dated November 15, 1932, addressed to me and bear- 
ing the typewritten signature ‘‘C. E. Perkins.” ‘The 
securities referred to in the carbon copy were en- 
elosed in the original letter which I received. The 
blue ecard referred to in the letter was enclosed with 
the original letter. (The letter was received in 
evidence and marked plaintiff’s Exhibit 206. Said 
letter is separately certified pursuant to stipulation 
and order of Court). 

The witness further testified: That the card 
headed “First Security Deposit Corporation,”’ 
dated December 6, 1932, signed ‘‘C. M. Hicks and 
Cornetta Hicks” is the card I received with the 
original of plaintiff’s Exhibit 206; that it bears his 
signature and his wife’s signature; That after sign- 
ing the card, it was return to the company. ( Said 
card was withdrawn from plaintiff’s Exhibit 34 
and was received in evidence and marked plain- 
tiff’s [528] Exhibit 207, which said exhibit is 
separately certified pursuant to stipulation and 
order of Court). 

The witness further testified: I received each of 
the securities mentioned in plaintiff’s Exhibit 206; 
They were: 

‘CA-781, 57 shares Preferred stock A, $1,140; 
A-6952, accumulative bonds, $3,061.39; A-5169, 
full paid bond, $1,500; A-1183, full paid bond, 
$1,000.”’ 


Subsequent to the receipt of those securities I 
sold them in May, 1938, to Mr. Cronk. Plaintiff’s 
Exhibit 208 for identification was the check I re- 
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ceived from the sale of my securities. That is the 
full amount received by me for such sale. The 
check was delivered to me at my home by Mr. Cronk. 
(Said check was received in evidence and marked 
Exhibit 208 which said check is separately certified 
pursuant to stipulation and order of Court). 

The witness further testified: That he met Mr. 
Cronk possibly six weeks or two months prior to 
May 28, 1938; I met him at my home. I had a con- 
versation with Mr. Cronk at the time relative to the 
sale of my securities. He talked to me about buy- 
ing them. He said he could give me 70 and two. 
70 on the bonds and $2.00 on each share of stock; 
He said that he was afraid that the Commissioner 
would take it over or go into bankruptcy and that 
they were making no money. When he referred to 
the Commissioner, I said the Building and Loan 
Commissioner. I told him I hoped they would and 
he said ‘‘No, you don’t, because they have come in 
and taken the best of the stock out; there is nothing 
but junk left.’’ He said that the company they 
organized as a subsidiary of the First Security had 
taken it out. I do not recall the name of the sub- 
sidiary. I told him I would let him know. It ran 
along for probably a month before he came back and 
then he offered me 80. He offered me 80 a few days 
before I sold them. He possibly talked to me over 
the phone at that time. I don’t think he came to 
my house any more. He said he had a chance to 
give me $10.00 more or $80.00 for the [529] other 
and $2.00 on the shares and I said I would talk it 
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over with my wife and let him know. I have told 
you all that I recall Mr. Cronk said during the 
course of those conversations. Asked what else he 
recalled Mr. Cronk said, the witness answered: 
‘‘Well, any more than he said that they were not 
making any money, the First Securities, and that he 
thought it was a good thing for me to get out of ite 
At the time of the conversation when he told me 
he could pay $80.00 or 80%, he said he could pay 
me more than he had some others—that he had au- 
thority to pay more than others. He didn’t tell 
me why.”’ | 
Asked if Mr. Cronk had said anything with refer- 
ence to the Investment Finance Company, the wit- 
ness answered : 7 
‘‘He said they had got in and got the best of the 
stock, the best of the profit. It was after these con- 
versations that I accepted the $80.00 or the 80% 
offer. The amount I received, $4,563.00 was for 
both the bonds and the stock which J had in that 
corporation.”’ 


Cross Examination 
By Mr. Irwin: 

I think I received my interest on the bonds up to 
the time I sold them. I received interest from time 
to time. They were always three months behind in 
the interest. I should have the interest for May, 
1938 that I didn’t get when I sold, I guess. 


724 J. Howard Edgerton, et al., 


(Testimony of Clarence M. Hicks.) 


Cross Examination 
By Mr. Butler: 

Asked if anyone besides Mr. Cronk ever con- 
tacted him with regard to the sale of securities in 
the First Security, the witness answered: ‘‘I don’t 
think so. I got some cards from some Mr. Jeffers 
in Long Beach down there.’’ Asked if he had any 
conversation with Mr. Jeffers, the witness an- 
swered: ‘‘I used to go down and talk with him once 
ina while. I had a conversation with Mr. Jeffers 
about the First Security Deposit Corporation in 
February of 1938; that was before I talked with 
Mr. Cronk. Mr. Cronk told me the first time he 
came to see me that he was representing the [530] 
the company and was around buying up the stock; 
that he thought it was a good plan for us to get 
out. He said he was representing the First Secur- 
ity. I don’t remember much about the conversa- 
tion. Mr. Crank gave me his individual check. I 
did not believe I was selling it to him personally. 
I knew I was selling it to the other company—some 
finance company. I knew at the time I sold my 
bonds that they would be due until after 1942.” 
Asked if he had a discussion with Mr. Cronk re- 
garding the fact that his bonds would not be due 
until after 1942, the witness answered: ‘‘I don’t 
think we had much of a conversation.”’ 


Redirect Examination 
Mr. Jeffers is a man who was in the commission 
business in Long Beach, and I used to get some 
cards from him. 
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ALICE GEDDES 
called as a witness on behalf of the plaintiff, having 
been first duly sworn, testified as follows: 

I am the daughter of Hattie R. Geddes. My 
mother and I were security holders in the Railway 
Mutual Building and Loan Association. I believe 
we caused our securities in the building and loan 
association to be transferred or exchanged into 
securities of the First Security Deposit Corporation. 

“Mr. Butler: At this time I object to the 
testimony of this witness on the ground that 
it is immaterial and hearsay. 

The Court: The same objections that have 
been made to each of the investors may be 
deemed to be made as to all defendants; the 
same ruling. 


The witness further testified: The amount of my 
investment which was exchanged into the First 
Security Deposit Corporation was $303.00. I do 
not recall what securities were issued to me in ex- 
change for those in the Railway Mutual. During 
the period of time [531] that I and my mother were 
owners of these securities I did not always examine 
the correspondence which came in reference to 
them. We discussed it. The letter, plaintiff’s Ex- 
hibit 209 for identification, dated December 5, 1936, 
I reeall; 1 recall whether or not such letter was con- 
tained in an envelope which is attached; it was re- 
ceived through the mail. (Plaintiff’s Exhibit 209 
for identification was offered and received in evi- 
dence and marked plaintiff’s Exhibit 209. Said 
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exhibit is separately certified pursuant to stipula- 
tion and order of Court). 

The witness further testified: My mother and I 
had occasion to go to the office of the First Security 
Deposit Corporation; so far as I remember it could 
have been in November of 1937. The signature 
appearing on the reverse side of the check, plain- 
tiff’s Exhibit 210 for identification, is my mother’s 
signature; the date of it is November 4, 1937; it is 
the check received in the sale of our securities; it 
was received on the day we went into the office of 
the company; that was the date we called at the 
offices of the company. (Said check was received 
in evidence and marked plaintiff’s Exhibit 210. Said 
check is separately certified pursuant to stipulation 
and order of Court). 

The witness further testified: We went to the 
office in response to a number of letters that we 
had received. 

The witness was shown a letter dated July 17, 
1937 addressed to ‘‘Our Bondholders” signed ‘‘ First 
Security Deposit Corporation by C. L. Cronk’’ to 
which was attached an envelope addressed to Hattie 
R. Geddes and bearing cancellation date of July 20, 
1937 and testified that that was one of the letters 
received. (It was stipulated that the letter was 
in identical form and text as plaintiff’s Ex- 
hibit 184). 

‘‘Mr. Campbell: I will read it only in part: 
‘For these reasons I have been employed to 
conduct a survey of the bondholders of the 
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First Security [532] Deposit Corporation and 
I will very much appreciate the courtesy of an 
interview with you in the near future. I will 
call upon you or if you prefer, I will see you 
at this office.’ ”’ 


The witness further testified: On the occasion 
we went to the offices of the company on November 
4, 1987, we had a conversation with Mr. Twombly. 
Mr. Twombly stated that his best offer on our hold- 
ings would be 70 cents on the dollar. My mother 
asked him if that was his very best offer and he said 
it was; that he felt in the future it wouldn’t be as 
good, if they could offer us anything at all; that he 
felt that conditions, business condition in general, 
were very bad and in view of that fact he himself 
wanted to withdraw from the company as soon as 
possible, as soon as he could settle his own business 
affair with the company. My impression was that 
he was very sincere in advising us to sell at that 
time. He said he was awaiting word from some 
commissioner who was going to get him a report on 
conditions; he said the Building and Loan Com- 
missioner. It was on the occasion of that conver- 
sation that we sold our securities and received the 
check which I have identified; that check was the 
full amount received for all of our securities. 

‘My, Campbell: At this time I will read from 
plaintiff’s Exhibit 45, purchase order of the 
Investment Finance Company No. 875, dated 
November 4, 1937. 
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‘To Hattie R. Geddes: 

‘No. A-6256; Quantity—80.13; Cumula- 
tive—non-prior; Price—$56.07; Umit 70; 

No. A-6255; Quantity—$133.18——’ 

Mr. Irwin: Could I ask counsel for the 
last figure? 

Mr. Campbell: The second item is: 
‘A-6255; Quantity—$133.18; Cumulative— 
non-prior Price—$93.20 ; 

‘No. A-2159; Quantity—$30.39; Cumu- 
lative—prior $21.27; [533] 

‘Total quantity, $243.70; Price $170.54.’ 

Dated 11-4-37, Check No. 1395, with the 
intials of “C. W. TR. W.S., E. Cy Eaae 


At the time we turned in the bonds referred to, 
we also turned in shares of stock in the First Se- 
curity for which we received $2.00 per share. The 
eheck we received must have been in payment of 
both our bonds and stock. 


Cross Examination 
By Myr. Adams: 

The witness was asked if Mr. Twombly didn’t 
tell them that they were awaiting a report from the 
Bureau of Internal Revenue with reference to taxa- 
tion rather than the Building and Loan Commis- 
sioner, and answered: ‘‘My impression is that it 
was the Building and Loan Commissioner’’; that 
she did not remember that Mr. Twombly said they 
were waiting for a tax report from the Bureau of 
Internal Revenue. 


vs. United States of America 729 


“Mr. Campbell: Now I have a certain 
matter that I wish to read, if I may take the 
witness stand for that purpose. 

First, I will read from plaintift’s Exhibit 23, 
the journal of the First Security Deposit Cor- 
poration, entries appearing on page 110 of the 
record of journal entries, month of poor 1934, 
which entries purport to show the issuance of 
various types of bonds of the corporation. 

‘4 per cent short term prior, matur- 
ity date February 1, 1933; net original 
issue, $4,438.’ 


If I may, I will read the maturity dates to be 
followed by the amount issued. 

The Court: Yes. 

Mr. Campbell: ‘May 1, 1933, $7,078.66 ; Au- 
gust 1, 1933, $6,235.49; November 1, 1933, 
$14,067.62; February 1, 1934, $4,592.34; May ], 
1934, $6,283.93; August 1, 1934, $4,520.89; No- 
vember 1, 1934, $9,492.85’ [534] 

The dates, as given, are all maturity dates. 

4 per cent short term non-prior—I will read 
the maturity dates followed by the net issue. 

‘Maturity date February 1, 1933, 
$3351.40; April 1, 1933, $340.69; May 1], 
1933, $4,573.31; August 1, 1933, $3,789.30; 
November 1, 1933, $4,960.69; February 1, 
1934, $1,664.67; May 1, 1934, $2,435.00; 
August 1, 1934, $735; November 1, 1934, 
$6,945.04. 
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5 per cent cumulative prior: ‘Maturity 
date, November 1, 19385, $1,277.92; Novem- 
ber 1, 1937, $3,562.46; November 1, 1938, 
$4,242.00; November 1, 1942, $113,681.80.’ 

5 per cent cumulative non-prior: ‘No- 
vember 1, 1937, $12,523.96; November 1, 
1938, $1,005.49; November 1, 1942, $31,- 
098.78.’ 

6 per cent full paid prior: ‘November 
1, 1935, $10,400. 

‘November 1, 1937, $53,700. 

November 1, 1942, $358,200. 

5 per cent full paid prior: ‘Maturity 
date, November 1, 1942, $3,000. 

6 per cent full paid non-prior: ‘Novem- 
ber 1, 1937, $28,100. 

‘November 1, 1942, $211.700. 

o per cent full paid non-prior: ‘Novem- 
ber 1, 1937, $4,200. 

‘November 1, 1938, $300. 

‘November 1, 1942, $24,300.’ 


This is a grand total of all that I have so 
far given. $1,295,694.90.”’ 

Mr. Adams: I take it, your Honor, too, that 
all of this [535] testimony, that the objections 
that went to the book in its original offer and 
the entries are, of course, also made to the read- 
ing without repeating them ? 

The Court: Same objection made to the orig- 
inal book and entries contained will hold as to 
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these and need not be repeated, as to all de- 
fendants.”’ 

Mr. Campbell: Reading from plaintiff’s Ex- 
hibit 26: 

‘Bond A-6048; issued to Grace Benn, 
face amount $221.66; type Accumulative 
Non Prior; Maturity date, November 1, 
1942. 

‘Bond A-1044; issued to L. H. Bidle- 
man; face amount, $3,000; type full paid 
prior; maturity date, November 1, 1942. 

‘Bond A-1043; issued to L. H. Bidleman, 
face amount $5,700; type full paid prior, 
maturity date, November 1], 1942. 

‘Bond A-5010; issued to L. H. Bidleman,; 
face amount $4,100; type full paid non- 
prior; maturity date, November 1, 1942. 

‘Bond A-5011; issued to L. H. Bidleman; 
face amount $1,600; type full paid-non- 
prior; maturity date, November 1, 1942. 

‘Bond A-6850; issued to L. H. Bidleman, 
amount $264.82; type cumulative non-prior; 
maturity date November 1, 1942. 

‘Bond A-7195; issued to Paul Burk- 
holder; amount $391.22; type accumlative 
non-prior; maturity date November 1, 1942. 

‘Bond A-2573; issued to Paul Burk- 
holder; amount $17.06, type aceumlative 
prior; maturity date November 1, 1942. 

‘Bond A-1493; amount, $1,400: type full 
paid [536] prior; maturity date November 
1, 1942. 
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‘Bond A-6740; issued to D. L. Carsten- 
sen; amount $281.89; type accumulative 
non-prior; maturity date November 1, 1942. 

‘Bond A-8049; issued to D. L. Carsten- 
sen; amount $50.00; type—short term— 
non-prior; maturity date November 1, 1933. 

‘Bond A-8050; issued to D. L. Carsten- 
sen; amount $50.00; type, short term non- 
prior; maturity date May 1, 1934. 

‘Bond A-8051; issued to D. L. Carsten- 
sen; face amount $50.00; type, short term 
non-prior; maturity date November 1, 1934. 

‘Bond A-2159; issued to Hattie Geddes; 
face amount £30.39; type accumulative 
prior; maturity date November 1, 1942. 

‘Bond A-6255; issued to Hattie Geddes; 
face amount $133.18; tvpe, accumulative— 
non-prior; maturity date November 1, 1942. 

‘Bond A-6256; face amount $80.13; is- 
sued to Hattie Geddes; tvpe accumulative 
non-prior; maturity date November 1, 1942. 

‘Bond A-1183; issued to C. M. Hicks; 
face amount $1,000; type, full paid prior; 
maturity date November 1, 1942. 

Bond A-5169; issued to C. M. Hicks; face 
amount $1,500; type full paid non-prior; 
maturity date November 1, 1942. 

‘Bond A-7159; issued to C. M. Hicks; 
face amount $3,061.39; type accumulative 
non-prior; maturity date, November 1, 
1987. 
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‘Bond A-6333; issued to 8. H. Jacobson; 
face [537] amount $1,093.60; type accumu- 
lative non-prior; maturity date November 
1, 1942. 

‘Bond A-6963; issued to Florence Jolin- 
son, face amount $736.04; type accumula- 
tive non-prior; maturity date November 
oie ; 

‘Bond A-2339; issued to Audra Jones, 
face amount $4,242; type accumulative 
prior; maturity date November 1, 1938. 

Bond A-6967; issued to Audra Jones; 
face amount $1,005.49; type accumulative 
non-prior; maturity date November 1, 1938. 

‘Bond A-1215; issued to F. W. Kidder; 
face amount $700; type ful! paid prior; 
maturity date November 1, 1942. 

‘Bond A-2057; issued to Bessie Chobot- 
sky; face amount, $215.87; type aceumula- 
tive prior; maturity date November 1, 1942. 

‘Bond A-2247; issued to F. W. Kidder; 
face amount $26.63; type accumulative 
prormesmeturity date November 1, 1942. 

‘Bond A-5175; issued to F. W. Kidder; 
face amount $100.00; type full paid non- 
prior; maturity date November 1, 1942. 

‘Bond A-6971; issued to F. W. Kidder; 
face amount $60.00; type accumulative non- 
prior; maturity date November 1, 1942. 

‘Bond A-1254; issued to Bessie Matte- 
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son; face amount, $1,000; type full paid 
prior; maturity date November 1, 1942. 

‘Bond A-5187; issued to C. D. Matteson; 
face amount $2,400; type full paid non- 
prior; maturity date November 1, 1942. 

‘Bond A-6466; issued to 8. H. Mitchell; 
face amount $440.37; type accumulative 
non-prior; maturity date November 1, 1942. 

[538] 

‘Bond A-1260; issued to Fred Morse; 

face amount $1,000; type full paid prior; 
maturity date November 1, 1942. 

‘Bond A-23809; issued to Fred Morse; 
face amount $100; type accumulative prior; 
maturity date November 1, 1942. 

‘Bond A-8250; issued to Fred Morse; 
face amount $7.30; type short term non- 
prior; maturity date May 1, 1933. 

‘Bond A-1246; issued to A. H. McCon- 
nell; face amount $2,000; type full paid 
prior; maturity date November 1, 1942. 

‘Bond A-6988; issued to A. H. McCon- 
nell, face amount $468.41; type accumula- 
tive non-prior; maturity date November 1, 
1942. 

‘Bond A-5218; issued to W. H. Robinson; 
face amount $2,400; type full paid non- 
prior maturity date November 1, 1942. 

‘Bond A-1495; issued to Elsie Smith, by 
Hattie Geddes; face amount $3,900; type 
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full paid prior; maturity date November 
1, 1942. 

‘Bond A-2575; issued to Elsie Smith, by 
Hattie Geddes; face amount $33.19; type 
accumulative prior; maturity date Novem- 
ber 1, 1942. 

‘Bond A-2576; issued to Elsie Smith, by 
Hattie Geddes; face amount $987.70; type 
accumulative prior; maturity date Novem- 
ber 1, 1942. 

‘Bond A-1350; issued to D. S. Taylor; 
face amount $1,100; type full paid prior; 
maturity November 1, 1942. 

‘Bond A-2423; issued to D. 8. Taylor; 
face amount $86.08; type accumulative 
prior; maturity date November 1, 1942. 

[539] 

‘Bond A-1869; issued to J. S. Walker; 
face amount $700; type full paid prior; ma- 
turity date November 1, 1942. 

‘Bond A-6695; issued to L. A. Walker; 
face amount $113.21; type accumulative 
non-prior; maturity date November 1, 1942. | 

‘Bond A-2463; issued to Jack Winston; 
face amount $€387.23; type accumulative 
prior; maturity date November 1, 1937. 

‘Bond A-1499; issued to Mary Wisely; 
face amount $2,500; type full paid prior; 
maturity date November 1, 1942. 

Bond A-2721; issued to Kate Wright; 
face amount $854.20; type accumulative 
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non-prior; maturity date November 1, 
1942.’ 


WADE H. ROBINSON 


called as a witness on behalf of the plaintiff, having 
been first duly sworn, testified as follows: 


t am in the insurance business and prior to the 
year 1932 I was an investor in the Railway Mutual 
Building and Loan Association and subsequently 
I exchanged or transferred my securities to the 
First Seeurity Deposit Corporation. 

‘“The Court: This is one of the investors? 

Mr. Crawford: Yes. 

The Court: The same objections mav be deemed 
to be made there, the same running objections, by 
all defendants, and the same ruling.’’ 

The witness further testified: The total amount 
of my investment was $8,000.00. I received the 
letter on the letterhead of the Investment Finance 
Company dated March 30, 1937, by mail. (It was 
stipulated that the letter identified by the witness 
was [540] identical with the letter, plaintiff’s Ex- 
hibit 149.) 

The Witness further testified: I received the let- 
ter on the letterhead of the First Security Deposit 
Corporation dated July 17, 1937, addressed to ‘‘Our 
Bondholders”? through the mail. (It was stipu- 
lated that the letter identified by the witness was 
an identical copy of plaintiff’s Exhibit 193). 
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The witness further testified: I received the 
original of plaintiff’s Exhibit 211 for identification. 
I did not retain the original. (Said carbon copy of 
the letter was received in evidence and marked 
plaintiff’s Exhibit 211). 

“Mr. Crawford: I will now read Plaintiff’s 
Mstibit 2 to thee jury. 


‘November 3, 1937. 

Mr. Wade H. Robinson 
3707 E. 5th Street 

Long Beach, California 


Dear Sir: 

‘You hold securities of the First Se- 
curity Deposit Corporation, Bond No. A- 
5213 in the amount of $2400.00 and Certi- 
ficate A-906 for thirty shares Preferred, 
and we are able at this time to obtain for 
you £1740.00 on same. 

Please present these for payment, or if 
you prefer, take them to your bank, en- 
dorse by yourself and Jane 8. before wit- 
ness, and draw a draft on us for this 
amount through the Dunsmuir and Wil- 
shire Branch of the Bank of America, Los 
Angeles. 

This however, is subject to your accept- 
ance within ten days. 

Yours very truly, 
INVESTMENT FINANCE 
COMPANY, 
By C. L. CRONKR’ ” [541] 
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The witness further testified: I had several vis- 
its with Mr. C. L. Cronk, but I don’t know whether 
the first one was before the receipt of plaintiff’s 
Exhibit 211 or after; I don’t remember whether the 
first conversation was before or after. The first time 
I met Mr. Cronk was at his home in Long Beach. 
Mr. Cronk told me he was in a position to offer me 
a certain amount for that stock—he stated the 
amount but I don’t remember whether that was the 
first offer he made me or not, and I don’t remember 
the amount that he stated at that time. I remember 
that whatever the figure was I told him I didn’t 
believe I cared to sell it at that time for that 
amount. He stated that that amount was an 
amount above the offer that had been made before; 
that it was somewhat better than the stock had been 
listed, and that it looked like it would be probably 
as good as I would be able to get for it. He showed 
me a list of names of persons who had accepted the 
offer. I think Mr. Cronk told me that the affairs 
were going through a procedure of receivership; 
and the affairs usually operated at a loss to the 
stockholders; the funds usually were used up hy 
the expenses of the receivership o1r something to 
that effect. I did not sell my securities at that par- 
ticular conversation. I don’t recall any conversa- 
tions after that until the time I sold my stock; I 
believe it was in the Fall of 1938. That conversa- 
tion took place in my home. Besides Mr. Cronk 
and myself my wife was present for part of the 
conversation. At that time Mr. Cronk told me 
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they had been able to dispose of the stocks at a bet- 
ter figure than they had anticipated and offered me 
an amount above his previous offer and said: ‘‘You 
understand that the company has disposed of its 
choicest properties and I think this is as much as 
you will probably be able to get for that stock. And 
it is getting expensive now—most of them have sold, 
and the ones who are left are widely separated and 
it is expensive to contact all of them. So [ think 
it would be advisable for you to take advantage of 
the offer’’. [542] 

The witness further testified: I didn’t accept 
that offer. I told him that there would be an in- 
terest payment due; that I would hang on to it at 
least until after that payment was made and he said: 
“If I could get that payment above this offer paid 
to you now, would you consider this’’, and I said I 
thought I would. He then made a telephone call 
from my house. I didn’t pay any attention to the 
telephone conversation; I just heard him state the 
fact that we had talked and he said: ‘‘ All right you 
have the stock here. I will give you a check for it 
now.’’ At the time he put in a telephone call he 
stated he would telephone his company. He stated 
the company but I don’t remember which one he 
mentioned. After the telephone conversation, he 
purchased my securities at the price he suggested to 
me, including interest. Plaintiff’s Exhibit 212 for 
identification, a check dated August 2, 1938, pay- 
able to me in the sum of $2,072.00 and signed, ‘‘C. L. 
Cronk’’ bears on the reverse side my signature and 
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the signature of my wife. This is the check I re- 
ceived in payment for my stock. (Said check was 
received in evidence and marked plaintiff’s Exhibit 
212. Said exhibit is separately certified pursuant 
to stipulation and order of Court). 


“Mr. Crawford: Reading from Govern- 
ment’s Exhibit 45: 


‘Order No. 10380 

Purchase Order 

Investment Finance Company 

415 South LaBrea Avenue 

Los Angeles, California 
August 22, 1938 


To Wade H. and Jane J. Robinson 


A-5213, quantity wanted, $2400, full paid 
non-prior, price: $2,070; unit 861/3. In- 
terest allowed $72.00; Cronk Cheek No. 
241; R. W.S.; J. H. E.; . C. TGs 
approved, Board of Directors’ meeting Sep- 
tember 29, 1938’”’ [543] 


Cross Examination 
By Mr. Lawson: 

IT think my bonds matured November 1, 1942. 
I knew that at the time [ sold the bonds. The 
original securities I had in the Railway Mutual that 
T exchanged for stock was one $2,000 piece and 
a $1000. one. I don’t recall the type of securities 
IT had in the old Railway Mutual. | do not recall 
that the securities that I had in the old Railway 
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Mutual were subordinate to an issue ahead of my 
securities; 1 guess it was in the form of an invest- 
ment certificate. I presume it is correct that there 
was an issue of investment certificates ahead of 
mine. 


‘“By Mr. Lawson: 

Q. Do you recall, Mr. Robinson, that when 
you received the securities of the First Securi- 
ties Deposit Company, that you received them 
on the basis of 80 per cent in collateral trust 
bonds in the First Security Company, 80 per 
cent of the face value of the securities that you 
had in the Railway Mutual Company, and 20 
per cent of that face value in preferred stock 
of the First Security ? 

A. Yes, I think that is correct.”’ 


(It was stipulated that all bonds of the First 
Security were issued November 1, 1932). 

The witness further testified: That he received 
interest on his collateral] trust bonds from the time 
that they were acquired and up to the time that 
he sold them; that he did not recall the rate of in- 
terest but the amount was $72.00 every six months; 
that he received those payments in each vear up to 
the date he sold his securities. 

The witness further testified: Mr. Cronk didn’t 
say it was above the listed price at that time, but 
it was above the price that it had been listed prior 
to that time; He claimed this figure was better than 
—there had been an improvement in the price of the 
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stock over the time prior to that; he stated that he 
thought it [544] would be a good time to dispose of 
it because of the expense of sending someone around 
to contact these people and the expense of the re- 
ceivership. He told me that that price which he of- 
fered was as good a price as he could get from my 
securities from any other source; I think that that 
was the price that was listed. I don’t remember 
that he said it was a better price than I could get 
from any other source. I didn’t make any inquiry 
to find out whether his statements were correct be- 
cause I didn’t consider selling it at that price at 
that time. However, different brokers would send 
me a card sometime listing what the price of it was. 
The price he offered me was just about the same 
as these brokers. I wouldn’t be able to say whether 
the price he offered was a little bit better than the 
price offered by the brokers. 

The witness was asked to tell everything that Mr. 
Cronk told him about receivership and answered: 
T don’t know that I can tell you everything he said, 
but J remember he said ‘You probably are familiar 
with receiverships, and if you are, you know some- 
thing of how the funds go, that the expense of the 
receivership generally takes a big share of the 
funds.’ IT had had some experience; that part of 
Cronk’s statement regarding vreceiverships was a 
eorrect statement. I don’t remember that Cronk 
made the statement that if the old Railway Mutual 
had gone into receivership that I wouldn’t have 
received anything like the offer he made to me. 
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Asked if Cronk made any statement regarding the 
difficulties that the First Security had in making 
expenses and paying the interest charges and trust 
charges, the witness answered: He told me that it 
was very expensive to contact all the stockholders 
and try to deal with them and get the affairs settled 
and the expense of the whole thing was heavy. He 
didn’t tell me that they had difficulty in collecting 
their rents and their interest and the income to 
which the company was entitled. It was approxi- 
mately a year between the first and second con- 
versation that I had with Mr. Cronk. When I had 
[545] the second conversation with Mr. Cronk in 
August, 1938, I knew there had been an improve- 
ment in conditions, economically, and business was 
better. The highest offer that Mr. Cronk made was 
in August, 1938. In the second conversation Mr. 
Cronk in substance stated that the choicest of the 
properties of the company had been disposed of. 
I did not make any investigation or check to de- 
termine whether that was correct or not. I still have 
my 30 shares of preferred stock in the First Se- 
curity Company. 


LYMAN 8. WALKER 


called as a witness on behalf of the plaintiff, hav- 
ing been first duly sworn, testified as follows: 


T am a railroad switchman. Prior to the year 
1932, I was an investor in the Railway Mutual 
Building and Loan Association. 
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“Mr. Butler: At this time I object to the 
testimony of this witness * * * on the ground 
that it 1s hearsay and immaterial. 

The Court: Same objections as to each de- 
fendant may be deemed to be made, and the 
same ruling.’’ 


The witness further testified: That thereafter 
he exchanged or transferred his Railway Mutual 
securities into the securities of the First Security 
Deposit Corporation. That his total investments 
consist of a full paid up $700 bond and an accumu- 
lative bond of $113.21; also nine shares of stock, 
two shares of stock for my boy, which my daugh- 
ter Lois Maxine Walker has now. The full paid 
up bond is A-1369 and the accumulative bond is 
A-6695. I had occasion to call at the offices of the 
First Security Deposit Corporation in the month 
of May or June of 1937; my wife accompanied me. 
At the office we were introduced to Mr. Twombly 
and had a conversation with him. We came in there 
to see if we could get our money out of our securl- 
ties and he told us the financial condition that the 
company was in. He told us they were in a bad 
condition [546] and practically on the verge of 
bankruptey and that the securities wasn’t worth 
a lot of money but they could take care of them at 
some kind of a price for us, and he stated a price that 
didn’t satisfv us; so we didn’t sell the bonds. The 
price he offered us at that time was less than 80 cents 
on the dollar. We had another conversation with 
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Mr. Twombly the middle of 1937 at the offices of the 
Security First National on LaBrea Avenue; my wife 
was with me at that time; at that time he told us 
practically the same thing as in the first conversa- 
tion; that things were looking bad; he told us that 
inasmuch as the company was right on the verge of 
a breakdown, or he told us that he could give us 
around what he offered us before, maybe a dollar or 
more; he says ‘‘that is about all, we can’t give you any 
more than that’’. We did not accept the offer. 

The witness further testified: That the original 
of plaintiff’s Exhibit 213 for identification, a let- 
ter dated November 8, 1937, addressed to Mr. L. 
S. Walker, signed Investment Finance Company, 
C. L. Cronk, was received by him through the United 
States mail. That he received the original of plain- 
tiff’s Exhibit 214 for identification through the 
United States mail. (Thereupon plaintiff’s Ex- 
hibits 2138 and 214 for identification respectively 
were offered and received in evidence). 

‘““Mr. Crawford: J will now read to the jurv 
Government’s Exhibit 213. 


‘November 8, 1937 


Mr. L. 8S. Walker 
3422 Loosemore Street 
Los Angeles, California 


Dear Sir: 

You hold securities of the First Seeur- 
ity Deposit Corporation, Bond No. A-1329 
in the amount of $700.00 and Certificate 
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A-873 for nine shares Preferred, and we are 
able to obtain at this time $508.00 on same. 
Please present these securities for pay- 
ment, or if [547] you prefer, take them to 
your bank, endorse by yourself and Grace 
Ei. Walker before witness, and draw a draft 
on us for this amount through the Duns- 
muir and Wilshire Branch of the Bank of 
Ameriea. 
This, however, is subject to your accept- 
ance within ten days. 
Yours very truly, 
INVESTMENT FINANCE 
COMPANY, 
By C. L. CRONK.’ 


Now, reading plaintiff’s Exhibit 214, a let- 
ter dated November 16, 1937, addressed to L. 
S. Walker, 3422 Loosemore Street, Los Ange- 
les, California. 


‘Dear Sir: 

You hold securities of the First Security 
Deposit Corporation, Bond No. A-6695 in 
the amount of $113.21, and Certificate A- 
532 for two shares Preferred, in the name 
of Lois Maxine Walker, a minor, and we 
are able at this time to obtain for vou 
$83.24 on same. 

Please present these securities for pay- 
ment, or if you prefer, take them to your 
bank, endorse by vourself as guardian, to- 
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gether with the enclosed affidavit properly 
executed before a notary, and draw a draft 
on us for this amount through the Duns- 
muir and Wilshire Branch of the Bank of 
America, Los Angeles. 
This, however, is subject to your accept- 
ance within ten days. 
Yours very truly, 
INVESTMENT FINANCE 
COMPANY, 
Pre C ole CRONK.’ 


The witness further testified: That approxt- 
mately three to five months following the receipt 
of the letter, plaintiff’s Exhibit 214 dated Novem- 
ber 16, 1937, had a conversation with C. L. [548] 
Cronk; the conversation took place in my home in 
the presence of my wife; Mr. Cronk came and told 
us that he came to see what we were going to do 
about the disposing of our bonds and he: told us 
what we were going to do about the disposing of 
our bonds and he told us that the company was 
on the verge of a collapse and he wanted to get the 
business straightened up for them, then he made us 
an offer. We did not accept the offer. It was not. 
a verv long time after when he came back and we 
had another conversation; the conversation was 
along the same line; I asked if they were any higher 
and he said ‘‘They are just in as bad shape, or 
worse’’. He said, ‘‘I am here to close it up’’, or 
else, ‘“We have got to close it up. I want to get it 
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closed up for them’’. He made me an offer of ap- 
proximately 80 cents on the dollar. I did not ac- 
cept the offer but I made him a proposition and 
he accepted that; I told him I wouldn’t sell for less 
than 85 cents on the dollar anyhow; that I would 
lose it all before I would do that. He accepted the 
offer and wrote me a check for it. 

Plaintiff’s Exhibit 215 for identification, a check 
dated October 19, 1938 payable to me for $691.22, 
signed by C. L. Cronk, is the check that Mr. Cronk 
gave me at that time. It bears my signature on the 
reverse side. (The check was received in evidence 
and marked plaintiff’s Exhibit 215, and is separately 
certified pursuant to stipulation and order of 
Court). 

The witness further testified: This sale included 
only the bonds; I still have the stock. 


Cross Examination 
By My. Irwin: 

The witness further testified: That in addition 
to the $813.21 gross of bonds, he had some other 
securities which he pledged on a loan with the First 
Security; these securities were sold under the loan 
pledge and are not included in the ones I testified 
about. I do not recall whether I had an investment 
certificate in the Railway Mutual; I was not a stock- 
holder. I did not get interest on [549] on my $700.00 
full paid up certificate from the First Security up 
until the time I sold it; there was times when we 
didn’t receive anv interest on it; I can’t tell vou 
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how many times, because after we disposed of 
everything, we must have destroyed everything. I 
think there was a couple of times that we didn’t get 
any interest from the period we held the bonds from 
November 1, 1982 to October 19, 1938. I don’t 
recall whether the interest was 5 or 6%. 

The witness further testified: That he received 
the original of the letter, defendant’s Exhibit Q for 
identification. He didn’t recall what the face amount 
of the bond was that he deposited with the company 
as a pledge for the repayment of the money that he 
borrowed; they took that bond and it was supposed 
to have covered everything of my borrowed money. 
(It was stipulated that the maturity date on the 
bonds sold was November 1, 1942). When I went 
to the First Security Deposit Company’s office on 
La Brea, I knew that the office of the Investment 
Finance Company was in the same swit. [550] 

““Mr. Campbell: At this time, if your Honor 
please, I am going to renew my offer of plain- 
tiff’s Exhibit 181 as to all defendants upon 
the basis of the stipulation relative to the sig- 
nature of J. Howard Edgerton; and I also 
offer the signature of the Defendant C. W. 
Twombly, (plaintiff’s Exhibit 18) for a com- 
parison with signatures heretofore stipulated 
to be his signature by counsel in this case.”’ 

% * * * * *% * 

‘*Mi. Campbell: JI make the same offer as 
to Exhibit 180 on the basis of the admitted sig- 
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nature of the defendant J. Howard Edgerton. 

Mr. Irwin: May it be considered that all 
defendants have objected to Exhibits 180 and 
181 on the grounds of hearsay and immaterial]- 
ity and no foundation. 

The Court: Yes. 

(Said offers were taken under advisement by 
the Court.) 

Mr. Campbell: At this time I renew my 
offer of plaintiff’s Exhibit 12 for identifica- 
tion, making such offer upon the basis of the 
admitted signature of the Defendant J. How- 
ard Edgerton. That is an application in the 
matter of R.F.D. Discount Company. 

Air. Butler: On behalf of the defendant 
Cronk, I object on the ground that no proper 
foundation being laid; hearsay, and imrna- 
teriality. 

Mr. Lawson: Those objections run to all 
defendants, and not connected up, and not the 
proper evidence to show knowledge or intent 
on the part of the defendants. 

Mr. Campbell: Now, I also at this time de- 
sire to renew my offer of plaintiff’s Exhibit 
13 for identification upon the same basis; that 
is to say the admitted signature of the Defen- 
dant J. Howard Edgerton. It is the matter 
of the R.F.D. Discount Company, a corpora- 
tion, supplement to application for permit to 
issue stock. [551] 
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Mr. Irwin: Same objections as have been 
interposed as to 12. 

Mr. Butler: I object on the ground of no 
foundation laid, hearsay and immateriality. 

Mr. Lawson: Same objection. 

The Court: Yes, I will take them all under 
advisement. 


C. W. WEBSTER 


My occupation is that of Post Office inspector 
and have been such for 38 years. It is part of my 
duties to investigate the alleged violations of the 
United States mails. I was heretofore assigned for 
the purpose of investigating the facts of this case 
in connection with my duties. I commenced my 
investigation in June of 1940. In the course of my 
investigation I called upon the defendant Edgerton 
for the books and records of the company. He 
turned them over to me. 

The witness further testified: That on July 9, 
1939 there came into my possession a certain state- 
ment which I received from the inspector in charge 
at San Francisco, California; I had a conversation 
with the defendant Twombly with respect to that 
statement in my office in this building on July 9, 
1940. (Thereupon the following proceedings were 
had in the absence of the jury). 

“MP @Catrpbell: * * * * Now, this 
document is offered, you might say, upon two 
bases: First, as admission against interest on 
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the part of the Defendant Twombly, and, sec- 
ond, to show his joining that scheme, or enter- 
prise, and as to him the existence of a scheme 
or enterprise.”’ 

% % % & 

‘The Court: Now, I think it is only fair, 
in order that you may present the matter in- 
telligently to the Court, to say that it involves, 
for the purpose of illustration (I have gone 
through it very hurriedly) all of the defendants 
and describes at some Jength, six pages, single 
spaced, the activities of this corpor- [552] 
ation. So that for the purpose of argument, 
you may consider that all of the defendants 
are involved.’’ 

“The Court: It is perfectly clear that such 
a document as this couldn’t be considered to be 
properly introduced in evidence as against 
the other defendants, having been made subse- 
quent to the termination of any possible con- 


nection which he had with the conspiracy, 
% * $ er) 


‘“e * * * it is conceded by the Govern- 


ment that Twombly severed his connection with 
both of these corporations about the 21st of 
December, 1938. Now, on July of 9th, 1940, a 
year and a half after that, he made the statement 
to the postal inspector as to facts.”’ 

“Mr. Campbell: * * * J am just im aie 
process of laying my foundation. * * * * 

The Court: It might be better to have that 
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foundation laid this afternoon, then have the 
matter held over until tomorrow morning. 

Mr. Lawson: * * * * when I thought 
or heard the rumor that there might be hostile 
defenses. I had Mr. Adams bring Mr. Twom- 
bly to my office. * * * * 

‘‘and I canvanssed this situation with him 
very carefully to find out—I am not saying 
that there are any hostile defenses—but to 
find out as to whether or not there were any 
hostile defenses. 

We spent about three or three and a half 
hours in canvassing the case, and in all of its 
phases, and I was assured from the beginning 
until the end that no statement had ever been 
made by Mr. Twombly, either in the form of a 
written statement, or any oral statement, that 
he had made any damaging or incriminating 
statements pertinent to my client, or any of 
the other defendants in the case. And JI want 
to assure your Honor that I went into that very 
thoroughly, and ecare- [553] fully. 

IT have no reason to believe that that state- 
ment contains anything contrary to the state- 
ments that were made to me at that time, and 
T can assure your Honor that up until the 
time that this statement was presented I have 
always been of that mind.”’ 

“c+ * * * if assuming now that it does 
contain something contrary, as represented to 
me—it is a complete surprise. We have been 
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collaborating all through the defense on the 
assumption that no statement has been made of 
a damaging character to my clients. 

as %¥ *% * ae * *¥ 

Mr. Irwin: Why did we make all this in- 
quiry at the outset? 

Well, it is no secret that there was a very 
severe disagreement between Mr. Twombly and 
the others, and the break was not a pleasant 
one. It happened in ’88, and prior to the time 
of this indictment they weren’t even on speak- 
ing terms, so as lawyers, being advised of that, 
we were interested in finding out what had gone 
before, and that is why we started looking for 
those statements that might be made by a per- 
son in the heat of passion or who doesn’t rea- 
son.”’ 

(Said document under discussion was then marked 
plaintiff’s Exhibit 216 for identification). 

“The Court: * * * # If they wamieno 
know what it is right now, we will have to read 
1-out loud). ne 

Thereupon plaintiff’s Exhibit 216 for iden- 
tification was read into the record, and is in 
words and figures following: [554] 

‘(In ink) Prepared by Mr. Twombly. 

‘The first Security Deposit corporation was 
organized in 1931 for the purpose of reorgan- 
izing the Railway Mutual Building and Loan 
Association. The latter company was rendered 
non-operative because of the building and loan 
situation existing at that time, together with 
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the check on operations because of the more 
stringent building and loan laws as compared 
with the regulation of general corporations. 

To effect the transfer of securities and assets 
of the Railway Mutual Building and Loan Asso- 
ciation it was necessary to procure the consents 
of its securities holders. For this purpose an 
extremely complicated Plan and Agreement 
was adopted whereby the said holders were to 
deposit their securities and receive in exchange 
therefor interim certificates. R. W. Starr, E. 
C. Thomas and L. S. Edwards were appointed 
as trustees and managers under the said plan. 
High pressure salesmen were then sent out to 
contact the securities holders for the purpose 
of procuring their consents to the proposed 
plan of reorganization. These holders were 
apparently promised and told anything and 
everything in order to obtain their consents. 
Those who consented easily got either what they 
were supposed to be entitled to in securities 
of the new company, or less. Those who were 
not so easily sold on the idea in many instances 
were given preferential securities. No plan 
of exchange of securities was consistently fol- 
lowed. The socalled Plan and Agreement was 
so long and so complicated that it was appar- 
ently understood by nobody, however, there is 
no doubt but that the trustees were extremely 
derelict in their duties. 

After the expenditure of approximately $60,- 
000 of those investors’ money, it was then de- 
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termined that there was no law which would 
permit of the reorganization. Lobbyists were 
[555] then put to work to procure the passing 
of enabling legislation by the Legislature of the 
State of California. This was ultimately ac- 
complished. Until approximately this time the 
affairs had been dominated and controlled by 
R. W. Starr, E. C. Thomas and J. L. Smale, 
and at this time J. H. Edgerton, an attorney, 
was added. It was still impossible to complete 
the reorganization because an insufficient num- 
ber of consents had been obtained. To put the 
deal over a deal was made with Charles E. Ken- 
ner a graduate of Sing Sing prison for the 
misuse of other people’s money and now in Fol- 
som penitentiary for the same reason). Kenner 
was to obtain sufficient additional securities 
or consents to make the plan operative and was 
to receive approximately $40,000.00 in good 
first trust deeds for which he had the option of 
trading Railway Mutual Building and Loan 
Securities or securities in the First Security 
Deposit Corporation face value for face value. 
At this time these securities were quoted at 
about 20 cents on the dollar. The transactions 
and all motions clearly show that any realiza- 
tion or acceptance of fiduciary relationship, be- 
tween these dominating personages and these 
they purported to represent, was entirely lack- 
ing. Such a condition has continued through- 
out. Not only this, but the history of this set- 
up reflects that every strong personality con- 
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nected with these companies was attempted to 
work for the interests of the investors was 
ousted. 

The reorganization was finaly completed with 
approximately 20% of the investors staying in 
the Railway Mutual Building and Loan Asso- 
ciation and about 80% high pressured into the 
Virst Security Deposit Corporation. The basis 
of the financial structure of the First Security 
Deposit Corporation was three classes of stock, 
and a great many varieties of collateral trust 
bonds. The First Security was to take 80% 
[556] of Railway Mutual Building and Loan 
Association assets and liabilities and the bal- 
ance was to remain. The same amount of se- 
curities in the Railway Mutual Building and 
Loan Association were to be turned back to them 
for cancellation. The Building and Loan Com- 
missioner of the State of California designated 
the segregation of assets, and the best 20% re- 
mained in the Railway. 

The First Security Deposit Corporation issued 
bonds in the sum of approximately $1,300,000, 
preferred stock (A and B) in the amount of 
$274,460, and common stock in the amount of 
$4488. Of the latter stock Starr, Thomas and 
Smale controlled about $3,350, and this was the 
voting stock. In this way control was carried 
on and $3,350 controlled this $1,600,000 cor- 
poration for a period of two years. At this 
time, inasmuch as no dividends had been paid 
on the preferred stock, the preferred stock be- 
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came the sole voting stock. However, this made 
no difference as at the time of issuance of the 
securities every investor was requested to exe- 
cute a signature card. Some refused but the 
huge majority complied. On the reverse side 
of this signature card there was printed the 
following, ‘‘Proxy, I hereby appoint R. W. 
Starr, J. H. Smale, and E. C. Thomas, or any 
two of them acting in accord, as my proxy to 
vote my shares at all meetings at which I am 
not present or have a subsequent proxy, for a 
period of seven years unless revoked earlier. 
No statement or condition, verbal or written, 
other than herein provided shall be binding on 
the eorporation.”’ 

No notice of any stockholder’s meeting was 
every given other than by publication in The 
Daily Journal, a Los Angeles legal newspaper, 
and which is not read by the public at large. 
Therefore, for all practical purposes, the con- 
trol of the corporation remained unchanged. 

[557] 

The assets in the segregation were finally 
transferred effective as of January 1, 1934. The 
Board of Directors of the First Security De- 
posit Corporation consisted of R. W. Starr, EH. 
C. Thomas, W. 8S. Brayton, A. R. Ireland, C. 
EK. Perkins and Wm. Leffert and C. H. Berry. 
Berry and Perkins have subsequently resigned 
and Brayton has died. J. H. Edgerton was at- 
torney. J. L. Smale remained in the Railway 
Mutual Building and Loan Association as pres- 
ident. 
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About this time a first trust deed held on the 
Reed Bros. Mortuary for approximately $42,- 
000 was in considerable trouble. Mr. Edgerton 
formed the R. F. D. Discount Co. (at first a 
partnership and later a corporation) which 
was conducted and operated in his office. The 
interested parties were Edgerton, Starr, Smale, 
Thomas, Berry, Laffert, Brayton, Ireland, also 
Aaron Johnson and Florence Anderson who 
were with the Railway Mutual Building and. 
Loan Association. The R. F. D. Discount Com- 
pany purported to act as go between in the set- 
tlement of this trust deed. Reed Brothers paid 
$22,000 in cash into an escrow at the Title In- 
surance and Trust Company, $17,800 of this 
sum was paid to the First Security Deposit 
Corporation in settlement of all lability under 
the trust deed. Edgerton retained $1,000 as at- 
torney’s fee. R. F. D. Discount Company got 
$3,200 for which each of the ten persons re- 
ceived a $320 interest in the R. I’. D. Discount 
Company. The only item showing on the rec- 
ords of the First Security Deposit Corporation 
is the receipt of the $17,800. No attorney’s fee 
to Edgerton is shown and no approval therefor 
was ever given by the First Security Deposit 
Corporation officially. 

Early in 1934, a deal was made with Battell- 
Dwyer Company (a stock and bond concern). 
They were to have the exclusive right to buy 
securities of the First Security Deposit Cor- 
poration and were to be paid 5 points above 
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what they paid upon [558] delivery of the se- 
curities to the First Security Deposit Corpora- 
tion. On many occasions it appeared they took 
more than five points, but nothing was done 
about it. Any sort of story or procedure was 
used to jockey the investors in the First Se- 
curity Deposit Corporation out of their securi- 
ties. The original price paid was in the neigh- 
borhood of 20 cents on the dollar for the bonds, 
and much stock was procured free on the repre- 
sentation that it was without value. 

Included in the assets of the First Security 
Deposit Corporation was a house on Stearne 
Drive, Los Angeles, California, and was carried 
on its books as approximately $7,500. Edger- 
ton, In 1934, decided to buy the house. The 
First Security Deposit Corporation had ae- 
quired some of its own bonds, so Edgerton 
bought $7,155.06 face value. These had been 
bought for $2,206.64. Edgerton had these bonds 
deposited in an escrow where payment was to 
be made. In the same escrow, he had the papers 
transferring ownership of the real property de- 
posited. In the escrow he borrowed approxi- 
mately $2,300 on the real property from the 
State Mutual Building and Loan Association. 
With this money he paid for the bonds and the 
costs of the escrow. The bonds were then re- 
turned out of the escrow to the First Security 
Deposit Corporation in payment of the prop- 
erty. The balance of $2,021.29 remaining in the 
escrow was paid over to the First Security 
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Deposit Corporation in payment of the property. 
The balance of $2,021.29 remaining in the escrow 
was paid over to the First Security Deposit 
Corporation in full payment for the bonds, 
or a cash loss on the bond deal alone of 
$185.35. Approximately one year later, the 
First Security Deposit Corporation took back 
another piece of property located at 239 21st 
Place, [559] Santa Monica, California. Edger- 
ton bought this property. He sold the Stearne 
Drive House for about $4,500.00 cash. From 
Battelle-Dwyer Company and other sources, he 
purchased bonds of the First Security Deposit 
Corporation of a face value of $11,750. The 
price paid was between 30 and 40 cents on the 
dollar. ‘These bonds, together with the cash 
sum of $110.44 was given by Edgerton to the 
First Security Deposit Corporation for the 
property. This resulted in a book loss on the 
property of $372.72. The actual cash loss to 
investors of the First Security Deposit Cor- 
poration on these two deals is about $7,000.00. 

In the summer of 1934, auditors in cheeking 
bond purchases by the First Security Deposit 
Corporation from Battelle-Dwyer Conrpany 
discovered that on approximately 1,000 shares 
of First Security Deposit Corporation pre- 
ferred stock $1.00 per share was added to the 
price charged for bonds and paid by the First 
Security Deposit Corporation, and the stock 
was delivered to Edgerton and Starr for the 
R. F. D. Discount Company. Battelle-Dwyer 
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Company refunded this money to the First Se- 
eurity Deposit Corporation and rearranged 
their deal with the R. F. D. Discount Com- 
pany. R. F. D. Discount Company had now be- 
come the medium for acquiring all the stock it 
could of First Security Deposit Corporation. 
Practically its entire working capital consisted 
of the $3,200 hereinbefore described. This stock 
carried voting control, and all of it would be- 
come very valuable if the bond holders could be 
chased out of the picture cheaply enough. 
About this time Kenner decided he could use 
the Railway Mutual Building and Loan Asso- 
ciation in some of his manipulations. He ap- 
proached Edgerton for the purpose of purchas- 
ing about $19,000 face value of securities which 
the First Security Deposit Corporation owned 
in the Railway Mutual Building and [560] Loan 
Association and had much to do with its con- 
trol. It was arranged that the R. F. D. Dis- 
count Company would trade the same par value 
of First Security Deposit Corporation stock to 
the First Security for its securities in the Rail- 
way. ‘This was done, although all holders of 
First Security Deposit Corporation stock were 
being assured by Battelle-Dwyer Company that 
it was worthless. Kenner then paid $1,000 to 
R. F. D. Discount Company for an option to 
purchase the Railway securities. He didn’t 
take up the option and forfeited his money. 
However, the Railway (with some assistance 
through the use of First Security money in pur- 
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chase of securities to get the necessary consents) 
subsequently became federalized and these se- 
curities were redeemable for 100 cents on the 
dollar. Sometime later P. S. Noon needed 
money in mining operations. He approached 
Edgerton and it looked like a very lucrative 
deal to him. He and four or five others made 
a deal (involving bonus, etc.) with Noon to pro- 
cure the money for him. It appears that they 
borrowed about $15,000 worth of the Railway 
Mutual Building and Loan Association secur- 
ities from the R. F. D. discount Company and 
hypothecated their stock in the R. F. D. Dis- 
count Company to the R. F. D. Discount Com- 
pany for the return thereof. Edgerton then 
hypotheeated the Railway Building and Loan 
Association securities to F. E. Jones borrow- 
ing money from him which was loaned to Noon. 
The mining deal failed to come up to-Noon’s 
expectations and he is now endeavoring to pay 
off. Another ramification will be described 
later. Noon is apparently 100% honest, being 
a court reporter of excellent reputation. 

In October, 1934, Edgerton had caused the 
formation of the State Investors Corporation, 
consisting of his father and one J. L. McSwig- 
gen (a former employee of the First [561] Se- 
curity Deposit Corporation, State Investors 
Corporation was entirely devoid of any finan- 
cial backing, yet in October, 1934, the Board of 
Directors of the First Security Deposit Cor- 
poration agreed to enter into a contract where- 
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by it would sell $187,020.93 book value of desig- 
nated real property to the State Investors Cor- 
poration. The State Investors Corporation took 
immediate possession of the properties and was 
entitled to receive all rents. It had no obliga- 
tion to make any payments, other than for 
taxes, for one year. It could pay for any in- 
dividual piece of property by delivering face 
value of First Security Deposit Corporation 
bonds for book value of the property, or could 
pay in cash at the rate of 40 cents in cash for 
each $1.00 of book value. This arrangement 
was so entirely bad and unsatisfactory to the 
First Security Deposit Corporation that the 
contract was cancelled by mutual consent after 
about six months. 

Dar Knowled, son-in-law of J. L. Smale, pur- 
chased a property from the First Security De- 
posit Corporation for about $1,000 cash. He 
immediately borrowed an amount from the 
State Mutual Building and Loan Association 
sufficient to return the $1,000 and buy furnish- 
ings for the house. It is believed that the prop- 
erty was subsequently sold at a handsome 
profit. Some such deal was also made with an- 
other relative (father or father-in-law) of J. L. 
Smale. 

Through the efforts of Battelle-Dwyer Com- 
pany and others approximately $700,000 worth 
(face value) of bonds of the First Security 
Deposit Corporation were acquired and re- 
tired, up to the time Battelle-Dwyer Company 
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became more or less inactive in the field. It 
was an extremely lucrative deal to them, a 
great deal of the bonds having been acquired 
through the trading of other securities there- 
for. [562] 

In 1935, the Investment Finance Company 
was organized and operated in conjunction and 
out of the same office with the First Security 
Deposit Corporation. Its original capitaliza- 
tion was exceedingly small, the First Security 
Deposit Corporation being the main holder of 
stock with the purchase of $1,000. This it still 
holds. Subsequently all of the R. F. D. Dis- 
count Company holdings were sold to the In- 
vestment Finance Company and the proceeds 
distributed and the corporation was dissolved. 
This included the Railway Mutual Building and 
Loan Association securities which had been 
pledged. In order to cover this item these 
same individuals hypothecated their holdings in 
the Investment Finance Company (which they 
had acquired by purchasing stock in the In- 
vestment Finance Company, with the money 
received from the sale of R. F. D. Discount 
Company assets to the Investment Finance 
Company.) Stock was put up as follows: Starr 
2500 dollars, Mary Starr Brayton (widow of 
W.S. Brayton) 5000 dollars, Ireland 5000 dol- 
lars, Edgerton 1666 dollars, Anderson 1200 
dollars, Thomas 1160 dollars. Some of the R. 
F. D. Discount Company holders did not put 
their entire receipts into the Investment Fi- 
nance Company. 
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The Investment Finance Company has 
financed its operations by borrowing from the 
First Security Deposit Corporation. At the 
present time Investment Finance Company 
owes First Security Deposit Corporation about 
$275,000 which it has borrowed on an open ac- 
count not even giving notes therefor. 

The Investment Finance Company has en- 
gaged in many activities most of which have 
resulted in frozen assets. A loss of about $25,- 
000 was had on an oil well deal with Kenner. 
This deal was consummated by Edgerton. Con- 
siderable losses were obtained in the automo- 
bile business, one [563] deal being the backing 
of Kenner. Deals with Kenner have cost about 
$75,000. 

The Investment Finance Company took over 
the purchase of First Security Deposit Corpora- 
tion securities. It borrowed money from First 
Security Deposit Corporation and purchases its 
securities from its investors. The bonds it pur- 
chased below face value are either still held or 
have been turned over to the First Security De- 
posit Corporation at full value (including aec- 
erued interest). The stock it purchased was 
kept and held for purposes of control of the 
First Security Deposit Corporation. Letters 
were written to First Security Deposit Cor- 
poration investors telling them First Security 
Deposit Corporation was in liquidation, and 
so forth. One C. L. Cronk was employed for 
this purpose. ‘This was over the opposition of 
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at least one director who stated he believed the 
writing of such letters was contrary to the Fed- 
eral Securities Act, and also was possibly using 
the mails to defraud. No attention was paid to 
this except that a committee was appointed to 
handle the matter and consisted of Starr, 
Thomas and Cronk. Later Edgerton super- 
ceeded Thomas. Edgerton finally decided that 
no letters should be written out of the State 
of California. The Investment Finance Com- 
pany through this procedure, and through the 
R. F. D. Discount Company purchase, has ac- 
quired about $100,000 par value of First Se- 
curity Deposit Corporation preferred stock and 
about three-fourths of the common stock. 
Edgerton became interested in the Western 
Brick Company and caused the Investment Fi- 
nance Company to invest about $30,000 therein, 
besides loans by the American National Bank 
of Santa Monica. He, Starr and Thomas, ac- 
quired some free stock for themselves in the 
transaction. This company [564] was revamped 
and the assets were sold to the Pacifie Brick 
Company, thereby freezing out minority stock- 
holders in the Western Brick Company. The 
company has operated at a loss since acquisi- 
tion. 
Edgerton, with Battelle-Dwyer Company, 
then preesnted a deal involving the American 
National Bank of Santa Monica to the Invest- 
ment Finance Company. The bank had a 
eapitalization of $100,000 and a purported sur- 
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plus of about $22,000. Assets listed consisted 
partially of a building valued at $84,000 and 
furniture and fixtures valued at $17,000, both 
actually worth not more than $50,000, giving a 
real approximate value of $71.00 per share. 
The Investment Finance Company purchased 
100 shares at $150.00 per share and loaned 
Battelle-Dwyer Company $150.00 per share on 
167 additional shares. The balance necessary 
to constitute control of the bank was sold to 
clients of Battelle-Dwyer Company after a vot- 
ing trust had been formed wherein Edgerton 
and Dwyer were voting trustees. Battelle- 
Dwyer Company was unable to pay the loan, 
going out of business, and the Investment F- 
nance took over the stock. The Investment 
Finance Company now has about $54,000 in- 
vested in stock of the bank, and it does not 
seem possible that any dividends can be paid 
for several years. One director of the Invest- 
ment Finance Company went on the bank board 
and stayed about two months. He claimed 
something was wrong somewhere in the set-up, 
including the management of the bank, and 
should be thoroughly gone over. Edgerton and 
Starr decided Starr should go on in the fault 
finders place to represent the Investment F1- 
nance Company on the bank board. Six months 
later, after much unnecessary money had been 
spent by the bank, the management of the bank 
changed. About two years later the bank ex- 
aminers found that the building had been writ- 
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ten [565] up from $1.00 to the value shown on 
the balance sheet and cash dividends paid on 
the surplus accruing from the write-up. This 
happened shortly prior to the advent of the In- 
vestment Finance Company into the picture. It 
is now necessary that additional funds be put 
into the bank to rearrange the capital structure 
to clear up the capital impairment that exists. 
Edgerton and Starr are now directors on the 
bank board. 

In connection with the bank, another cor- 
poration was formed, the American Building 
and Investment Company. This operates in 
conjunction with’ the bank being used as a 
spring board. Investment Finance Company 
has invested about $20,000 in this venture which 
has not as yet shown any huge profits. 

One W. P. Bonds next came along and sold 
Arnold Eddy (associated with Edgerton in the 
California Federal Savings and Loan Associa- 
tion) and Edgerton on the dog food business. 
The Investment Finance Company decided to 
go for the deal. When building was discussed 
only one individual wanted to build on a strict 
contract basis. Instead it was a cost plus job 
had cost many times the original contemplated 
price. Approximately $60,000 has been invested 
in this venture. 

None of these ventures has made any profits 
and the possibilities of ever making any are 
exceedingly remote. 

This frenzied finance and extreme misman- 
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agement results in a loss to the investors im 
First Security Deposit Corporation between 
$300,000-$400,000. 

Edgerton is attorney for all of these com- 
panies and actually runs them. He is manager 
of the First Security Deposit Corporation, In- 
vestment Finance Company and the California 
Federal Savings and Loan Association. Attor- 
ncys [566] fees paid by the Investment Finance 
Company and the First Security Deposit Cor- 
poration (prior to the time Edgerton became 
manager) for the period January 1, 1934, to 
April 1, 1938, were about $15,000. $5,000 would 
be excessive. 

In order to qualify Miller, Hollowell, Starr 
and Edgerton as directors of the American Na- 
tional Bank, it was necessary that they have 
stock in the par value $1,000 and execute af- 
fidavits that this stock belonged to them free 
and clear and was unhypothecated in any way. 
The Investment Finance Company delivered to 
each of them the necessary stock and took from 
them promissory notes in the sum of $1,500 
(the amount paid for it by the Investment Fi- 
nance Company). There was no intent on the 
part of any of them to pay for the stock. Ed- 


' gerton’s and Starr’s stock is held in the office 


of the Investment Finance Company assigned 
in blank by virtue of a separated assignment 
attached to the stock for easy removal in ease 
of inspection. The same is true of Miller and 
Hollowell except that it is held in a safe de- 


vs. United States of America 771 


posit box in the bank. There is a gentleman’s 
agreement that no offort will be made to collect 
around the requirements of the government 
the notes. This is merely a subterfuge to 
get around the requirements of . the . gov- 
ernment.’ ’’ [567] ae 
‘““Mr. Lawson: ** * There is nothing in that 
document that would constitute its acceptance 
in evidence. 
The Court: I will be glad to hear from 
plaintiff’s counsel on that one particular. point. 
Mr. Adams: All right. a 
Mr. Campbell: If your Honor please, my 
position in this matter is very similar to your 
Honor’s last statement; that is to say the narra- 
tion of these events by Mr. Twombly constitute 
admissions on his part, first, as to his knowledge 
of those events at the time thev occurred, bear 
ing in mind the foundation which J have yet 
to lay; secondly, that he had knowledge of the 
existence of a scheme to defraud, as shown, in 
this document, and that he knowingly joined 
in that scheme. - ; 
The manner in whieh these events are 1e- 
lated and the substance of these events, 1 be- 
heve, constitute admissions against his interest 
in this statement. | 
I think that covers the plaintife S position. 
Mr. Lawson: It doesn’t help me, your 
Honor, because that is just a repetition of the 
statement made yesterday. What I would lke 


7172 J. Howard Edgerton, et al., 


to know, your Honor, for example, the question 
of knowledge, wherein does that document show 
that Twombly had that knowledge during the 
existence of the conspiracy? I don’t see that.”’ 


(Thereupon the following proceedings were had 
in the presence of the Jury.) 


PHYLLIS VORIS, 


recalled as a witness on behalf of the plamtiff, hav- 
ing been previously duly sworn, testified as follows: 


Plaintiff’s Exhibit 180 for identification, at- 
tached to [568] the file of the Pierce Petroleum 
Corporation, is a record maintained by the Cor- 
poration Commissioner of the State of California; 
it is a record which is kept by the Corporation Com- 
missioner in the discharge of the functions of his 
office; that it is the course of business of the office 
of the Commission to keep and maintain that ree- 
ord. My testimony would be the same with respect 
to plaintiff’s Exhibit 12, 18, 14, 15 and 148 for 
identification. Those records are all kept in the 
regular course of the business of the State Cor- 
poration Commissioner and under my jurisdiction. 

‘‘Mr. Lawson: Those are all subject to the 
same objection of hearsay, not connected up and 
not within the issues of this case. 

The Court: Yes.” 


vs. United States of America 7173 
C. E. WEBSTER, 


recalled as a witness on behalf of the plaintiff, hav- 
ing been previously duly sworn, testified as follows: 


The conversation I had with Mr. Twombly with 
respect to the statement, plaintiff’s Exhibit 216 for 
identification, was on the 9th day of July, 1940. 

‘“‘Mr. Irwin: I think there should be the 
formal objections to any conversation on the 
ground of hearsay * * *. 

“The Court: It is my understanding that 
you are introducing this evidence of conversa- 
tion as applicable to and binding only upon the 
Defendant '’wombly ? 

Mr. Campbell: Yes, I so stated yesterday. 

The Court: Gentlemen of the jury, the fol- 
lowing conversation which is apparently about 
to be revealed by this witness is not to be con- 
sidered by vou as applicable to or binding upon 
any of the other defendants than the Defendant 
Twombly. 

J might say to you that it is a fundamental 
principal of law that a statement made by one 
alleged co-conspirator [569] after the termina- 
tion of the conspiracy, insofar as he is con- 
cerned at least, is not in furtherance of the 
conspiracy, and is a mere narration of past 
events and past happenings, and it would seem 
to the Court for many generations to be very 
unjust to permit a man to make a statement 
in which he might involve a lot of his co- 
conspirators or co-defendants in a lot of mat- 
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ters and they would have no opportunity to 

“eross examine him or to defend themselves. 
So that the Courts have properly, in the in- 
terests of justice, held that such statements that 
I have indicated are binding only as admissions 
upon the defendant who made them and are not 
applicable to the other defendants. You are so 
instructed.”’ 


The witness further testified: I had previously 
made an appointment with Mr. Twombly over the 
telephone to meet me at this time; and in response 
to the telephone conversation, he came to my office. 
I first handed that document to Mr. Twombly, and 
asked him if that was a statement which he had 
prepared and handed to Inspector Van, Meter; he 
said it was. He further stated that the informa- 
tion contained in that document came to his atten- 
tion while he was associated with the First Security 
Deposit Corporation and the Investment Finance 
Company. and that he wrote the statement from 
memory without having the records before him to 
refresh his memory, and that there might be a 
slight error in some of the figures in the document, 
but that it was substantially the facts. 

‘Mr. Campbell: I will now offer this Ex- 
hibit in evidence as plaintiff’s Exhibit 216.”’ 


(‘Thereupon the Jury retired and the following 
proceedings were had in their absence. ) 

‘‘Mr. Irwim: In the event your Honor rules 

that this statement may be received as to the 
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defendant Twombly only, I believe that a mo- 
tion for a severance should be made on the fol- 
lowing grounds: [570] 

The Court: You make this motion now ap- 
plicable to the time that it is admitted? 

Mr. Irwin: Yes. 

The Court: It may be so stipulated ? 

Mr. Campbell: So stipulated. 

Mr. Irwin: This is a motion made on behalf 
of the following named defendants individually, 
on behalf of the Defendant Starr, Smale and 
Thomas. I respectfully move, on behalf of 
those defendants individually, for a severance 
from this trial on the following grounds: 

That the evidence contained in plaintiff’s 
Exhibit 216, though it is competent or might be 
competent as against the Defendant ‘’wombly, 
is incompetent, hearsay, and prejudicial to the 
rights of the Defendants Smale, Thomas and 
Starr individually, and that its admission de- 
ptives the defendants of a fair and impartial 
trial to such an extent that no admonition to 
the jury would remove the prejudice created 
by the reception of that exhibit, 216, in evi- 
dence. * * * 

* * * what was the situation with reference 
to the knowledge that such a statement might 
have been made by one of the defendants ? 

IT have conferred, of course, with Mr. Lawson, 
and we have been cooperating together so he 
he may want to elaborate on what I say with 
reference to himself. 
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But speaking for myself, your Honor, when 
the indictment was returned, and when I was 
retained in the case, I was advised and told by 
my clients that they didn’t trust Mr. Twombly, 
that they didn’t want to cooperate with him in 
connection with the trial because there had 
been considerable friction and considerable bard 
feelings, and that he had been discharged from 
the company under very [571] wnhappy cir- 
cumstances, they didn’t wish to collaborate or 
to cooperate, and to watch him. That, in effect, 
was the admonition. 

As we got into the investigation of this case, 
word was sent to Mr. Edgerton by mutual 
friends of Mr. Twombly, that his attorneys 
should certainly cooperate with him and that 
there was no hard feelings, what is gone is 
gone, and everybody was in the same boat, and 
and that he wanted to get together. 

Whereupon Mr. Lawson arranged a confer- 
ence, I believe first which was attended only by 
Mr. Adams—I may be wrong in that—whether 
Mr. Twombly was at the first one or later. I 
was not at that first conference. 

As I stated, this word had come to us, and 
we understood that Twombly had been assisting 
the post office inspectors in the investigation of 
the case. What we wanted to know—we under- 
stood that there was prejudice and hard feel- 
ing—but what we wanted to know before we 
considered any collaboration and_ likewise 
whether or not we should consider a motion for 
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severance—which had to be supported by affi- 
davits—was whether or not Mr. Twombly had 
made any written statement of any kind to the 
post office inspectors or to the United States 
Attorney which would implicate or involve or 
cast discredit and which might be admissible in 
evidence in this lawsuit. 

Mr. Adams advised Mr. Lawson—understand, 
there is no criticism of Mr. Adams; I am con- 
fident from what he tells us he is as surprised 
as we are—Mr. Adams told me, not once but on 
several occasions, that he had interrogated Mr. 
Twombly time after time, and that Mr. Twom- 
bly had assured him that there wasn’t any, and 
that he, [572] Mr. Adams, was satisfied that 
Twombly, in fact, had made no statement. 

Twombly told me he had made no statement. 
As late as yesterday afternoon, at the recess, 
when we went out in the hall, he said ‘You 
won’t find a thing damaging to your clients in 
that statement.’ 


* * x * % * * 


I would like to submit to your Honor in this 
connection that those two cases show this, that 
it should be a matter for your Honor’s con- 
sideration if the evidence were presented, either 
in the form of affidavits or on sworn testimony, 
if from that your Honor would deduce— 
naturally, if we had made the motion for a 
severance before the trial started, after the in- 
quiry and the research we made, we would have 
had no grounds. We wouldn’t have made any 
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affidavit, and wouldn’t come in before the Court 
to make an affidavit that there was an antagon- 
istic defense, when we were assured, No. 1, by 
the attorney for the defendant and, No. 2, as- 
sured by the defendant himself who, though 
indicted, is a member of this bar, and therefore 
was extended the courtesy as to other attorneys, 
that he would come in and collaborate on a de- 
fense weeks before the trial, and attend meet- 
ings accept our analysis of briefs and one thing 
and another, trade points back and forth at 
these meetings—in other words, there was 
nothing which would justify the granting of a 
motion for severance before this jury was im- 
paneled. We could have made no showing to 
the Court. 
aS % % ae * % oe 
I believe it is very persuasive that this state- 
ment of itself indicates that the defenses, and 
that are now for the first time known to us, is 
clearly hostile and [573] clearly antagonistic. 
Now, as to the prejudicial nature, may it 
please the Court, even though it is restricted as 
to the Defendant Twombly, I will ask your 
Honor’s consideration of this fact: Would vour 
Honor say that in our duty to our clients, that 
even though vour Honor restricts this state- 
ment to the Defendant Twombly, that we could 
go on and present the defense in this ease, 
which would ignore, before the jury, the accu- 
sations and charges made by the defendant 
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Twombly? The question suggests its own an- 
swer. 

For example, your Honor, we would have the 
burden of showing that in the fore part of that 
statement, Mr. Twombly leaves out that Mr. 
Edgerton had nothing to do with it; that Haight 
and Trippet were the attorneys who organized 
that, and that H. F. Dunton, the man who out- 
lined the plan, had just recently resigned as 
Deputy Building and Loan Commissioner. 

We would have the burden of showing that 
Mr. Twombly initiated the Pierce Petroleum 
loans and initiated the dog food plan. 

I say to your Honor, as opposed to the ques- 
tion of the prejudicial nature, I think it sug- 
gests its own answer. 

Doesn’t your Honor, as an experienced law- 
yer, believe that no matter what your Honor’s 
instruction may be, that if we didn’t come back 
and disprove everything that he said—and an- 
other thing, your Honor, this matter before us, 
that isn’t an admission; that is a complaint 
that this man initiated it. Now it appears for 
the first time that that is why we are here. 

This man in his antagonism against these 
co-defendants, after he resigned, built this thing 
up and sent it in to [574] the postal inspector 
and that started it. It is not an admission; it 
is his complaint against these people. 

Now, then, what it amounts to, I respectfully 
submit is a second indictment we have to meet. 
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It includes charges, as the Court pointed out, 
that are not contained in this indictment. 
* * * * % ¥ * 

Mr. Lawson: Your Honor, might it be con- 
sidered that the same motion that was stated 
by Mr. Irwin, that it may be made on and in 
behalf of the Defendants Edgerton and Ireland 
and on the grounds therein stated, that preju- 
dice will result in the trial of Edgerton and 
Ireland, and of such character that no instruc- 
tion or limitation by the Court as to proof will 
cure the prejudice; and as a result they will 
not have a fair and impartial trial. 

The Court: It may be stipulated that the 
same motion may be deemed to be made as to 
those defendants. 

Mr. Campbell: So stipulated. 

Mr. Lawson: The vice in this situation is 
this: That the statement, as made by Mr. Twom- 
bly, 1s, in the form of an accusation, or a com- 
plaint against the defendants, and particularly 
as to the defendant Edgerton. Ninety per cent 
of that statement is a scripture against Edger- 
ton in so many words; in so many words it says 
that he is guilty of this, that, and the other 
thing, stating a long series of conclusions, not a 
statement of fact. 

Presuming for the moment that up until the 
time of the trial that everything was done prop- 
erly; that is, a proper course of conduct was 
taken by counsel in regard to the protecting of 
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the right of the client, which I am satisfied was, 
and I might say, incidentally, there, that [575 } 
I am familiar with the rule that ordinarily a 
motion for severance is not granted. * * * I 
wouldn’t make that motion unless * * * I had 
* * * strong reasons to support my application, 
otherwise, we would be merely making a frivo- 
lous motion.’’ [576] 

‘Here is the situation that we find ourselves 
in: As I stated to Your Honor yesterday, that, 
having heard statements of a character that 
Twombly may have said something derogatory 
about the Defendant Edgerton, I believe I dis- 
cussed this with Mr. Campbell and Mr. Camp- 
bell said in a jocular vein, said, ‘Well, what we 
have on Twombly,’ and so forth. I think that 
is a correct statement. I think in the same vein 
I asked him what it was, and he said, ‘You 
will hear about that leter.” Is that about the 
effect of it, Mr. Campbell ? 

Mr. Campbell: I don’t recall the exact 
language, Mr. Lawson. 

Mr. Lawson: Bearing in mind that there 
might be some basis there for a different de- 
fense, I went into the matter first with Mr. 
Adams and discussed it with him, and then I 
suggested that Mr. Twombly come to my office, 
and Mr. Adams and Mr. Twombly came to the 
office. I think we met at 7:30 in the evening, 
and left about a quarter to 12:00 or 12:00. 

I took my gloves right off, and put in a very 
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blunt form of question, and told him exactly 
what I had been informed, and that I wanted 
to know, because if he had made the statement, 
well and good, that was past, and there would 
be no argument about it, but I wanted to know, 
so that the way the case should be handled 
would determine largely by his attitude in the 
case. 

Now, right there, Your Honor, the difference 
would be this: If he was to be cooperative, as 
he said he would be, and if he hadn’t made any 
statement of a damaging character against Mr. 
Edgerton, we rely upon that. Then we rely 
upon him to develop that part of the case, 
which is pertinent to him. 

Let me make that more clear. The case, as I 
see it, is divided into really three parts. [577] 

The case is hke Gaul, it may be divided into 
three parts. The first part would be the organ- 
ization work. That is the conversion from the 
old Railway Mutual to the First Security, which 
plan was consummated about January or Feb- 
ruary of 1934. 

Then from 1934 there was a sort of a quies- 
cent period there where nothing much was done 
until Mr. Twombly became general manager for 
the First Security, which was from November, 
1934, when he became our manager until Octo- 
ber of 1938, when he resigned, or was discharged 
(the statement has been made here). But, any- 
way, he severed his connection at that time. 

Then, after that, Mr. Edgerton assumed the 
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general managership, and went through the 
process of dissolving or I mean to clean up 
everything and turn the assets back to the First 
Security, liquidating the balance in the trust 
and closed everything. 

Now, over the period of time when Mr. 
Twombly was general manager is the time of 
the greatest activity, and as a matter of fact, 
every indictment letter, that is the 14 count of 
the indictment, I may be wrong as to the last 
count, but it couldn’t be more than one, I think 
it is all 14, occurred during the time Mr. T'wom- 
bly was connected with the companies. 

Now, Your Honor, Mr. Twombly, as I knew, 
and I learned, of course, during our discussion 
that evening, is not only a lawyer, but he is an 
accountant. He kept the books during that 
period of time. He not only kept the books, 
but he made the audits, and he had complete 
charge, and supervision of the business during 
that period of time. 

Now, when we discussed it that evening, be- 
eause I told him very frankly, after I was as- 
sured that nothing of [578] a damaging charac- 
ter, no damaging statement had been made, and 
that he would fully cooperate, said, ‘You are 
just the man to take care of that period, be- 
cause of your particular knowledge and skill, 
and on all questions relating to that period we 
are going to look to you to take care of.’ That 
was the understanding we had, and I relied 
upon it all through the preparation of the case, 
and during the trial of the case. 
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This, of course, comes like a bomb. I can’t 
orient myself to any plan that we could con- 
duct the case on as to Mr. Edgerton fairly, so 
that his interests would be protected, because 
that covers a period of time when the greater 
part of the activity occurred.’’ [579] 

‘“The Court: Now, let me ask you just one 
question: Suppose that Mr. Twombly had said 
to you yesterday ‘Gentlemen, whether you like 
it or not, I have made up my mind that I am 
going on the stand, and I am going to answer 
every question that anvbody asks me about this 
matter ;’ would you be in any different posi- 
tion ? 

* & * x x ¥ & 

Mr, Irwin: * * * The defendant can take 
the stand and have the opportunity of cross- 
examination. It comes for the first time, and 
he puts in his direct testimony, and it must be 
evidence and not conclusions. You have an 
opportunity to object to every question as he 
goes along, and he is confined to legal competent 
evidence. Now, this statement contained all 
kinds of conclusions * * * If he took the stand 
he would not be able to state that Starr, Smale 
and Thomas violated their trust, the trust of 
those depositors, because that is hearsay, clearly 
as to him. There is nothing in the books. 
Plaintiff’s counsel hasn’t shown a thing that 
Starr, Smale and Thomas violated their duties, 
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that they had been running around indiscrimi- 
nately getting the security holders signed up. 
All that stuff that he refers to in 781, 782, 
and ’33, the most damaging kind of things, 
Your Honor, which are the rankest hearsay on 
his part, because he doesn’t come in until 34. 
J think those are two points upon which 
Your Honor’s hypothesis may be distinguished. 
Again, in that connection, his manner on the 
stand, the usual instruction that the jury has, 
our cross examination proving the falsity of his 
statements, providing we can, would be checked 
and counter checked by a [580] restriction, so 
that we got only competent evidence; and that 
the full story would be there at one time in- 
stead of going in this way that the burden is 
upon the defendants of taking something, which 
is not admitted as against them, and cannot be 
received as against them, and refuting the 
whole thing in addition to what is in the in- 
dictment. 
% oe * * * * * 
The Court: * * * Now, on this question of 
intent, if it is introduced for that purpose, is 
it not proper to introduce the whole document, 
regardless of where the chips may fall, on the 
ground that it shows the state of this man’s 
mind, in getting at the intent, when he was 
connected with these companies. The various 
things he believed, whether they were true or 
not, if he believed that what we might deseribe 
as monkey-business was going on there, and he 
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so states in his statements, it is the condition of 
his mind to show his intent which is bemg 
brought out and therefore the scope is broad- 
ened to that extent possibly. * * * 

‘ My-only question to you is: Does it make a 
particle of difference whether he got it from 
the books, whether he got it from Kenner, 
whether he got it from Mr. Edgerton, or 
whether he didn’t get it from anybody, whether 
he had a dveam and he got it out of a dream? 


- Js it not admissible to show what he thought, 


whether it was true or whether it was false ?* * * 
IL have made up my mind that my ruling will 
be that there shall not be a severance. * * *” 
[581] 

‘‘I want, however, that counsel should be 
privileged to preserve the point, and I shall be 


willing to receive and permit them to file, for 


what they are worth, any affidavits that they 
may want, the motion having been made and 
by stipulation of counsel applicable to the situ- 
ation just as though it had followed the testi- 
mony of this witness and the reading of this 
document. 

-Mr. Irwin: I appreciate and respect the 
Court’s statement. Might I ask your Honor 
whether this wouldn’t eliminate unduly encum- 
bering the record and likewise preserve our 
point, that if Mr. Lawson and I were permit- 
ted to be sworn and take the oath, and then 
state the statement given this morning is true 
in all respects, to the best of our knowledge, 
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therefore that that would be in effect out testi- 
mony without encumbering this record with 
affidavits ? 

The Court: I am perfectly willing to have 
you, in lieu of affidavits. I hate to put you 
to the trouble of preparing those affidavits and 
you may both stand and be sworn and we will 
just put this on the record that the Circuit 
Court of Appeals may have it. 


J. J. IRWIN and GORDON LAWSON 


having been first duly sworn, were examined and 
testified as follows: 


The Court: Was the statement that you 
made this morning true as to the facts which 
you gave in connection with the motion for 
severance, Mr. Irwin? 

Mr. Irwin: It was, you Honor; in substanee, 
each and every one of the facts related are my 
recollection. 

The Court: So far as you know at the pres- 
ent time, there are no corrections or errors in 
that statement of facts? 

Mr. Irwin: That is correct. 

The Court: In so far as the statement pur- 
ported to [582] indicate any knowledge on your 
part or any contact on your part, was it true? 

Mx. Lawson: True, your Honor. 

The Court: You have no correction to make? 

Mr. Lawson: No corrections. 
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Mr. Irwin: There is this further point, 
which is a corollary. So it may be preserved, 
may it be stipulated that the motion has been 
made and that it is denied and exception is 
granted ? 

The Court: Yes. 

Mr. Irwin: There is this other motion to- 
wit, the motion is now made, may it please the 
Court, on behalf of the defendants Starr, 
Smale and Thomas, individually, for them- 
selves, that this Honorable Court withdraw 
a juror and thereupon declare a mistrial be- 
cause of the introduction and the receipt of Ex- 
hibit 216? That is to complete the transaction. 

The Court: The same motion as to your 
client ? 

Mr. Lawson: Yes, on behalf of the defend- 
ants Edgerton and Ireland. 

The Court: The motion will be denied, ex- 
ception. 

Mr. Irwin: May it be considered, your 
Honor, that these motions were made in a 
proper sequence following the receipt of 216, 
and I think this point should be raised, vour 
Honor. 

The Court: Just a minute. May it be so 
stipulated that the motions may be deemed to 
be made in their proper sequence? 

Mr. Campbell: So stipulated. 

Mr. Irwin: Your Honor, in this connection, 
with reference to 216, there has never been 


us. United States of America 789 


(Testimony of J. J. Irwin and Gordon Lawson.) 

any formal objection stated on behalf of the 
defendants; in other words, your Honor was 
good enough to consider a motion for sever- 
ance on the [583] assumption that it was in 
evidence, so whenever your Honor thinks it is 
appropriate, and while the jury isn’t present, I 
think the objection should be made. 

The Court: Make it right now because I 
am going to bring the jury down. 

Mr. Irwin: Your Honor will recall that our 
principal contention is that this is not an ad- 
mission or a confession. Your Honor appre- 
ciates that is our statement. * * * Respectfully 
I ask Jeave * * * to examine the witness Web- 
ster * * * for your Honor’s determination of 
whether it is an admission or a confession. 

The Court: You may go ahead with your 
voir dire examination.’’ 


C. E. WEBSTER, 


recalled as a witness on behalf of the plaintiff, hav- 
ing been previously sworn, testified as follows: 


Voir Dire Examination 
By Mr. Ivwin: 
Mr. Twombly handed plaintiff’s Exhibit 216 for 
identification to Inspector Van Meter. 
“Mr. Irwin: Your Honor, objection is made 
to the reception of Exhibit 216 for identifi- 
cation, specifically and individually, on behalf 
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of the defendants Starr, Thomas and Smale, on 
the grounds that although the offer is limited 
to the defendant Twombly and the evidentiary 
matter contained in that Exhibit is incompe- 
tent as against them, that nevertheless its be- 
ing received only towards Twombly, that the 
nature of the Exhibit is so prejudicial to the 
rights of the several defendants that I have 
mentioned and it deprives them of a fair and 
impartial trial to such an extent that no admo- 
nition to the jury can or wonld remove the 
prejudice created by the reception [584] of that 
document. 

T think I have covered the grounds. Thank 
you, your Honor. 

Mr. Lawson: IJ want to join in that objec- 
tion, your Honor, and add to it, on behalf of 
the defendants Ireland and Edgerton, that there 
is no evidence in the case that connects up 
either of the defendants Edgerton or Ireland 
with the scheme or conspiracy, as alleged in 
the indictment, and that this is an attempt by 
indirection to make a connection between those 
defendants with the scheme and conspiracy as 
alleged. 

L3 *% * * *% * * 

Mr. frwin: Your Honor, I think I should 
add that the statement in addition is prejudicial 
because it contains matters which are not con- 
tained in the issues of the indictment, and that 
it includes matters which are clearly only hear- 
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say as to the defendant Twombly and could not 
be binding on the defendant I represent. 

Mr. Lawson: I wish to adopt that and add 
to it that it touches on matters that have 
already been limited to a point, that this state- 
ment goes beyond that limitation. As a matter 
of fact, that it admits evidence that the Court 
has already ruled to be objectionable. 

The Court: The objection will be overruled. 

The rule of the Court is that that limitation 
does not apply to the offer, as limited, or are 
the objections sound under the offer as limited, 
to not only the defendant Twombly but as to 
the intent of the defendant Twombly.’’ 


(To which ruling of the court, an exception was 
duly taken.) 

(Thereupon said statement was received. m evi- 
dence and marked plaintiff’s Exhibit 216.) [585] 

‘The Court: Gentlemen of the jury, we have 
here admitted in evidence a document which 
will now be read to you by counsel for the plain- 
tiff, the document having been admitted for a 
very limited purpose. 

You are all very intelligent men, and I be- 
heve are capable of following the directions of 
the Court as to the law involved and that you 
will do so, of course. 

We have here a statement which the evidence 
shows was made by the Defendant Twombly 
on the 9th of July, 1940, some year and a half 
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after the conspiracy, insofar at least as the 
Defendant Twombly is concerned. 

Mr. Campbell: Pardon me, your Honor. 
May I correct the Court? 

The Court: Yes. 

Mr. Campbell: Your Honor stated that the 
evidence showed that the statement was made 
on the 9th day of July. The testimony was that 
the conversation relative to the document was 
on that date. 

The Court: Quite right. I stand corrected. 
I remember that now. 

. The witness testified that Mr. Twombly stated 
to him on the 9th of July 1940 that he had pre- 
viously made this statement to a Mr. Van 
Meter. 

Mr. Adams: Isn’t that a little differ- 
ent] or 

The Court: Well, he handed the document 
to him. Yes, I think probably it is. 

Mr. Adams: When it was made, or where, 
there is no testimony. 

The Court: It was made by him and handed 
to Mr. Van Meter. 

Now I might think that John Doe and Rich- 
ard Roe and Bill Smith and Mary Grab were 
the dirtiest bunch of crooks in the world, and 
I might take an action predicated upon thai 
feeling. [586] it might not be true at all. And 
what T thought about these people might be no 
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evidence at all as to what they actually were, 
or as to what I thought had occurred. 

We describe this as a narration, as a narra- 
tive of what has happened in the past. Now that 
document isn’t evidence which you may prop- 
erly consider in any way, shape, or manner, as 
against any defendant in this court room, in- 
eluding the Defendant Twombly, except to show 
his intent in connection with the crimes charged. 
It is expressly limited to that. 

To illustrate: Whether or not those things 
were true or false would be immaterial so long 
as the Defendant Twombly thought they were 
true. If, thinking they were true, he did cer- 
tain things, then they are admissible to show 
his intent under certain circumstances. 

Now it is very important, in all fairness to 
these other defendants and to the Defendanc 
Twombly himself, that this document, which 
contains statements about a lot of different mat- 
ters, 1s only admitted for the purpose of show- 
ing Twombly’s intent, and is no evidence what- 
soever, and must not be considered by you, as 
to the truth of the statements made in this com- 
munication. 

Now we can’t try every defendant by him- 
self and go very well through several different 
trials occupving several weeks. We can’t always 
permit that. We do permit it under certain 
cireumstances where we feel that there is no 
other course to pursue. 
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We have felt it possible to try these defend- 
ants together. We still feel so. And I shall 
have occasion again to call your attention to this 
limitation, but I wanted to put it in very defi- 

: nite terms to you before it was read. [587] 

You may proceed. 

Mr. Adams: Pardon me, your Honor. That 
document has been received subject to those ob- 
jections and a motion to strike? 

The Court: Subject to the objection and the 
motion. 

Mr. Irwin: Pardon me a second. I don’t 
remember if we were given an exception to the 
objection. 

The Court: Yes, Exception as to all of 
them.’’ [588] 


(Thereupon said plaintiff’s Exhibit 216 was read 
to the Jury. Said Exhibit has been set forth here- 
inabove in full in connection with the arguments 
had concerning its admissibility.) 


C. E. WEBSTER, 
resumed the stand and further testified as follows: 


I secured certain books and records from the 
Security Deposit Corporation. Plaintiff Exhibit 217 
for identification is the file marked ‘‘ Valerie Moun- 
tain,’’ which came into my possession in the course 
of my investigation; I obtained that file from the 
offices of either the First Security Deposit Corpo- 
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ration, or the Investment Finance Company, Pi) 
are conducted jointly at Wilshire and Houser Boule: 
vard, Los Angeles. The two documents which you 
show me were in the file, plaintiff’s Exhibit 217 
for identification, when it came into my possession. 
(Thereupon, the plaintiff offered in evidence one 
of said documents marked plaintiff’s Exhibit 218 
for identification, the same was received in evidence 
over the objection that the same was hearsay, no 
proper foundation laid and immaterial, and an ex- 
ception was duly taken.) | 
Said Exhibit is in words and figures following: 
[589 ] 
‘“‘T will read plaintiff’s Exhibit 218: 
‘March 2, 1934. 
J. L. MeSwiggen: 

You are authorized and directed to com- 
plete the Knowles deal this afternoon. Do 
this without fail. 

Miss Long will give you sufficient ice 
to cover same. 

R. W. STARR.’ 


Mr. Adams: Your Honor, may I interrupt 
again before he goes on? 

Your Honor, I think that instruction to the 
jury should be amplified in this, that it like- 
wise does not come within that portion of the 
indictment—and now I am reading again in the 
lower left-hand corner of page 20—with refer- 
ence to the letters, your Honor, that the defend- 
ants represented and pretended that it was or- 
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ganized for the purpose of duly engaging in 
liquidation, and so on. 

Now as to that, on the next page of the bill 
of particulars, Item 8, and the Court’s ruling, 
in answer to that the plaintiff has set out the 
matter on page 22 and 23, and I call your par- 
ticular attention to page 23, line 25, ‘The plain- 
tiff will refer to approximately 36 letters,’ writ- 
ten at certain dates. 

And then on. page 24 and 25 are the letters 
so indicated. Certainly this letter to Mr. Mc- 
Swiggen and the other letter that counsel is 
now offering are not within that portion of the 
indictment. 

The Court: The jury is instructed that 
the last exhibit called to their attention, which 
was just read, is not to be considered as bind- 
ing upon or applicable to the Defendant Twom- 
bly insofar as this allegation in the indictment 
is concerned: [590] 

‘That the said defendants at all times 
represented and pretended that said First 
Security Deposit Corporation was organ- 
ized for the purpose of and was duly and 
actively engaged in the liquidation of the 
said assets received by it from the Railway 
Mutual Building and Loan Association; 
whereas in truth and in fact the defendants, 
and each of them, then and there well knew 
that no such liquidation was, in fact, being 
earried into effect and the said defendants 
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were, as hereinabove alleged, converting 
said assets to their own use and benefit.’ 


Mr. Campbell: JI am now going to read from 
plaintiff’s Exhibit 24 of the books and records 
of the First Security Deposit Corporation. 

I am reading from the journal, page 80, of 
Exhibit 24, the journal of the First Security 
Deposit Corporation. 

‘A debit item of $2,155.87, August 3, 
profit and loss on real estate sold, O. T. 

A debit of $88.72 reserve for deprecia- 
tion. 

A eredit of $2,244.59, with the statement, 
‘‘Real Estate No. 878, R-126, sold to R. D. 
Knowles, cash in amount of $822.50 re- 
ceived on deal, $11.17 to pay repair costs 
and balance of $811.33 as full payment of 
deal, Mr. Knowles paying taxes and assess- 
ments due.’’’ ”’ [591] 


DENNIS S. TAYLOR, 


called as a witness on behalf of the plaintiff, being 
duly sworn, testified as follows: 

Prior to the year of 1932, I was an investor of 
the Railway Mutual Building and Loan Associa- 
tion. 

“The Court: Is this another one of the in- 
vestors? 

Mr. Campbell: This will be the last one. 

The Court: Same objection as to all de- 
fendants; same ruling.”’ 
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(Testimony of Dennis 8S. Taylor.) 

I transferred or exchanged my holdings in the 
Railway Mutual Building and Loan Association 
into the securities of the First Security Deposit 
Corporation at or about the year 1932; thereafter, 
from time to time I received communications from 
the First Security Deposit Corporation and from 
the Investment Finance Company. I received plain- 
tiff’s Exhibit for identification 168, a letter dated 
January 26, 1938, through the mail. 

‘“Mr. Campbell: This will be offered as 
plaintiff’s Exhibit 168. 

Mr. Irwin: Same objection, the same ruling 
went as to all defendants as to this line of tes- 
timony. 

we, Court amc 


(Said letter was received in evidence and marked 
plaintiff’s Exhibit 168, and is separately certified 
pursuant to stipulation and order of Court.) 

The witness further testified: J have received 
plaintiff’s Exhibit 160, a letter dated July 1, 1988. 
through the mail; at the time J received it, it was 
in an envelope. There was a cancelled postage on 
that envelope. 

(Said letter was received in evidence and marked 
plaintiff’s Exhibit 160, and is separately certified 
pursuant to stipulation and order of Court.) 

The witness further testified: JI received plain- 
tiff’s [592] Exhibit 165 for identification, a letter 
dated October 26, 1938, through the mail; it was 
inclosed in an envelope, which envelope bore my 
name and address on its face; there was cancelled 
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postage on the envelope. I did not keep the en- 
velope; I destroyed it. My testimony in regard to 
plaintiff’s Exhibit 165 for identification would ap- 
ply to plaintiff’s Exhibit 160, as to the envelope. 

(Said letter, plaintiff’s Exhibit 165 for identifi- 
cation was received in evidence, said Exhibit 1s 
separately certified pursuant to stipulation and or- 
der of Court.) 

Cross Examination 

By Mr. Irwin: [593] 

Q. Now, the securities that you had in the 
First Security Deposit Corporation, which you 
received in exchange for your securities in the 
Railway Mutual, consisted of a $1100 full paid 
prior bond of the First Security; and a cumu- 
lative prior bond in the amount of $86.08? 

A. The first, yes. Series A. 

Mr. Irwin: May our stipulation be m ef- 
fect as to this man too, Mr. Campbell? 

Mr. Campbell: I think we can enter into a 
general stipulation. Interest of the First Secur- 
ity Deposit Corporation on those securities, 
on which they were required to make seml-an- 
nual payments. 

By that I don’t mean that they were always 
paid on the date due but all interest was paid. 

Mr. Inwin: That is perfectly satisfactory. 

The Court: The stipulation may be received. 

Mr. Irwin: Except in the individual cases 
where we may want to state the amounts, as the 
record shows, subject to correct. 
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(Testimony of Dennis S. Taylor.) 
By Mr. Irwin: 

Q. Mr. Taylor, you sold those securities in 
October 1938 for $1,008.16, is that right? 

A. Yes. 

Mr. Irwin: Then, your Honor, pursuant to 
stipulation, I desire to state that the record 
shows that on the full paid bond the witness 
had received, up until that time, $363.00. By 
way of interest. And he sold the full paid bond 
in the face amount of $1100, and the cumula- 
tive in the amount of $86 for $1,008.16, as 
he has testified, on October 28, 1938.’’ [594] 


(It was stipulated that the bonds referred to by 
the witness Taylor had a maturity date of Novem- 
ber 1, 1942.) 

(It was further stipulated that with respect to the 
witness Walker, who testified that he did not re- 
ceive al] interest payments on his bonds, that the 
records of the Company showed that he received 
all interest on his bonds.) 

‘‘Mi. Irwin: Then may I state the amount, 
because he had not given the amount, and I 
wanted to recapitulate at this time. 

The Court: Yes. 

Mr. Irwin: The witness testified, Mr. 
Walker, that he had a full paid bond in the 
face principal amount of $700, and a cumu- 
lative non-prior face principal amount of 
£113.21; that he sold both of those for $691.72, 
and pursuant to the stipulation the books show 
that he received over the period of time from 
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the full paid bond the amount of $231.00 in 
Mmverest. 


(It was thereupon stipulated that defendant’s 
Exhibits ‘‘R’’ and ‘‘8”’ for identification, two docu- 
ments withdrawn from the file, plaintiff’s Exhibit 
217 for identification, be received in evidence as 
part of the cross examination of the witness Den. 
nis 8. Taylor.) 

(Exhibit ‘‘R”’ is hereinafter set forth and Exhibit 
“S”? ig separately certified pursuant to stipulation 
and order of Court.) [595] 

“Mr. Irwin: Reading Defendants’ Exhibit 
ite 
‘January 26th, 1938. 
‘Mr. Dennis 8S. Taylor 
6185 Springvale Drive 
Los Angeles, California 


Dear Sir: 

You hold securities of the First Security 
Deposit Corporation, Bond A-1350 in the 
amount of $1100.00, and A-2423 $86.06, and 
we are able at this time to obtain for vou 
$830.25 on same. 

Please present these securities for pay- 
ment, or if you prefer, take them to your 
bank, endorse by yourself and Mollie Tay- 
lor before witness, and draw a draft on us 
for this amount through the Dunsmuir and 
Wilshire Branch of the Bank of America. 

You will recall that the First Security 
Deposit Corporation was organized to 
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liquidate a large portion of the assets of 
the old Railway Mutual Building and Loan 
Association over a period of time to the 
best advantage of the depositors. It is my 
understanding had this not been done, the 
situation would in all probability have 
been liquidated under a forced liquidation 
with its incidental low prices by the build- 
ing and loan commissioner. 

Furthermore, I feel that the gentlemen 
who have had charge of this corporation 
have done a splendid piece of work in 
bringing about a condition where we are 
able to obtain seventy cents on the dollar 
for the bonds. 

In other words, you can obtain $830.25 
for your bonds now, or wait approximately 
six and one- [596] half years and take 
your chances on obtaining more out of 
what is left of the assets after over $900,- 
000.00 has already been liquidated. 

This offer is good until February 15th, 
1938. 

Yours very truly, 
INVESTMENT FINANCE 
COMPANY, 
By C. L. CRONK.’”’ [597] 


‘““Mr. Campbell: At this time I wish to re- 
new my offer of plaintiff’s Exhibits 180 and 
181, which are the letters and the minutes of 
the stockholders meeting of the Pierce Petro- 
leum Corporation. 
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Mr. Adams: I had previously made an ob- 
jection, and I renew the objection at this time 
on the ground of no foundation laid, not ma- 
terial, hearsay, as to the defendant Twombly. 

The Court: The objection will be overruled, 
exception allowed. 

Mr. Irwin: Your Honor, we had interposed 
an objection. Would the same objection go 
on the ground of hearsay as to my client, and 
immateriality ? 

The Court: That objection will be overruled 
as to your clients and as to Mr. Lawson’s. 

Mr. Irwin: Exception.’’ 


(Said documents were received in evidence and 
marked plaintiff’s Exhibits 180 and 181.) [598] 

“Mr. Campbell: JI wish to read these two 
exhibits into evidence. 

Plaintiff’s Exhibit 180, a letter dated Janu- 
ary 3, 1936, and bearing the reception stamp of 
the State Corporation Department, ‘January 
4, 1936.’ 


‘Pierce Petroleum Corporation 
208 Pacific Electric Building 
Los Angeles, California 


Gentlemen: 

Whereas an agreement was entered into 
between your company and the Investment 
Finance Company on November 16, 1935 
wherein your corporation agreed not to 
issue any stock in addition to the five 
shares theretofore issued without the writ- 
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ten consent of this organization, and cer- 
tain escrow instructions were entered into 
on the same date between your company 
and this with the same provision contained 
therein, and 

Whereas, we have been advised that you 
have filed an application with the Depart- 
ment of Investments, Division of Corpora- 
tions, State of California, for the issuance 
of 1995 shares of stock to George A. Boe- 
decker, J. H. Edgerton and C. W. Twom- 
bly, we wish to advise you at this time that 
you may consider this letter as our written 
authority for allowing said stock to issue, 
and a copy of this letter will be forwarded 
to the Department of Investments, Division 
of Corporations, State of California, and 
to the Western Trust and Savings Bank at 
Long Beach, California, so that they may 
have notice thereof. 

This shall in no manner change any of 
the [599] other terms or conditions of the 
said agreement and the remainder thereof 
shall subsist and be carried into effect as 
originally written. 

Yours very truly 
INVESTMENT FINANCE 
COMPANY 
By J. H. EDGERTON 
Vice-President. 
By C. W. TWOMBLY 
Secretary. 
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We hereby consent to the above. 
Pierce Petroleum Corporation 
By J. H. Edgerton President. 
By C. W. Twombly Secretary.’ 


Plaintiff’s Exhibit 181, minutes of stockhold- 
ers’ mecting. 


‘Minutes of annual stockholders’ meet- 
ing of Pierce Petroleum Corporation, Inc., 
held at the principal office of the corpora- 
tion, 415 South La Brea Avenue, Los An- 
geles, California, on February 19, 1937, at 
3:30 o’clock p.m. 

The following stockholders were present 
in person: 

George A. Boedecker—100 shares. 

J. H. Edgerton—200 shares. 

C. W. Twombly—100 shares. 
Stockholders present by proxy: 

Investment Finance Company, a cor- 
poration, 5 shares; 


The above 405 shares is the total out- 
standing stock issued by the corporation.’ 


I will not read the remainder of these min- 
utes. They are signed, ‘J. H. Edgerton, Pres- 
ident; C. W. Twombly, Secretary.’ ’’ [600] 

‘““Mr. Campbell: Now reading from plain- 
tiff’s Exhibit 42, the journal of the Investment 
Finanee Company, reading from page 204 of 
such journal: 
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A debit item of $24,369.80, loss on Pierce 
Petroleum well No. 1. 

“To clear all accounts connected with 
Pierce Petroleum Lightburn Community 
Well No. 1 as oil well equipment and our 
elaim against Pierce Petroleum Corpora- 
tion sold to B. E. Cockril and J. O. Spelt 
for $2,250 cash.’ 


I will not read the remainder of this item, it 
not being material. 

Mr. Irwin: Did we get a date on that, may it 
please the Court? 

Mr. Campbell: The item is dated December 
31, 1939, and is set forth on page 204 of plain- 
tiff’s Exhibit 42. The following debit items: 

‘Suspense, $2,250. Reserve for deprecia- 
tion oil well equipment, $1,844.44, unearned 
discount accounts purchased, $2,653.18, un- 
earned income on service rendered, $435.18, 
deposit Signal Hill Water Department, 
$150.00. Loss on Pierce Petroleum Well 
No. 1, $24,369.80.’ The following credit 
items: | 

‘Accounts receivable, Pierce $2,696.27, 
oil well equipment, $10,000; notes receiv- 
able, Pierce, $19,006.33. To clear all ac- 
counts connected with Pierce Petroleum 
Lightburn Community Well No. 1 as oil 
well equipment and our claims against 
Pierce Petroleum Corporation sold to B. 
EK. Cockril and J. O. Spelt for $2,250.00 
cash. Deposit consists of $150.00 deposited 
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with the [601] Signal Hill Water Depart- 
ment by the Pierce Petroleum Corpora- 
tion, which is to be withdrawn and re- 
funded to this company on February 15, 
1939 as per agreement in file.’ ”’ [602 ] 


Thereupon a motion to strike said minutes read 
from plaintiff’s Exhibit 42 was made and the fol- 
lowing proceedings were had in connection there- 
with. [603] 


‘Mr. Lawson: The only question—not the 
only question, but in connection with this par- 
ticular matter—this has to do with whether 
or not the operation resulted in a profit or loss. 
I may be under a misapprehension, but I un- 
derstood it was limited merely to the contribu- 
tion of that particular company. 

Am I in error in regard to that, or has he 
opened the gates here now to a question as to 
whether or not this company operated at a loss 
or profit, and if it operated at a loss, is that 
material evidence in this case? 

The Court: Well, all he is doing is reading 
what the books show. Now I think you are en- 
titled, as part of your case, to show what the 
actual situation was, either that the actual 
situation was not as shown by the books, or that 
the entry is misleading. 

Mr. Lawson: I don’t know whether I made 
myself clear, but the point I am trying to estab- 
lish is, is it material in this case as to whether 
or not the Pierce Petroleum Company turned 
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out to be a loss or a profit? Are we here 
charged with not making a profit, that there 
was a loss sustained on this particular invest- 
ment? That is the point. 

The Court: J have felt, as to most of these 
corporations A to Z, that it didn’t make any 
difference, under the allegations of the indict- 
ment. 

Mr. Campbell: If the Court please, the 
reading of the item is to show, not so much the 
making of a profit or loss, but simply the his- 
tory of the transaction and the closing out of 
the transaction so far as the company is con- 
cerned. 

In other words, rather than leaving the fact 
of the investment in the air, it having been a 
matter determined during the course of the en- 
terprise, I think we are entitled to show what 
the books reflect historically in regard to that 
[604] particular investment. 

Mr. Lawson: I don’t doubt the sincerity of 
Mr. Campbell’s statement, but plain implication 
to me is the fact that a loss was sustained, and 
that is emphasized, and we are being penalized 
because 

The Court (Interrupting): JI think there 
may be something in your position. I think 


Mr. Campbell’s position is also sound. It may 
be that I should give a special instruction to 
the jurv on it at this time. 

Now in order to be sure that the jury have 
in mind this matter, because we have had so 


vs. United States of America 809 


much discussion, I am going to trouble Mr. 
Campbell to read that item once more, and 
then I will make a brief comment about it to 
the jury. 

Myr. Irwin: Your Honor, in reply to Mr. 
Campbell’s statement, before he reads it, he 
said he did not want to leave the investment 
in the air. That is my objection. We haven’t 
had the entire history of the investment.’’ [605] 


(Thereupon said minutes in plaintiff’s Exhibit 
42 were again re-read to the Jury.) 

“The Court: Gentlemen of the jury, I think 
I will strike that entire entry just read and in- 
struct you to disregard it entirely, and not to 
be in any way prejudiced by it. I think, on 
more mature consideration and on the specific 
objections being made, it might be misleading, 
and it might be prejudicial. 

Mr. Campbell: If the court please, I wish 
at this time to read from plaintiff’s Exhibit 39, 
a portion of the books and records of the In- 
vestment Finance Company, appearing on page 
7 thereof. 

Mr. Lawson: I am just wondering if coun- 
sel has laid a foundation to show that the loans 
—these are accounts receivable and apparently 
are evidence of loans—as to whether or not the 
defendants had any interest in the company at 
the time the loans were made. Has the founda- 
tion been laid for that? 

Mr. Irwin: I was going to say, in that con- 
nection I was going to move to strike what 
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counsel is about to read, since the exhibit is al- 
ready in evidence, and the only evidence that 
we have so far is Exhibit 181, which was just 
read, showing the parties in question, Mr. 
Twombly and Mr. Edgerton, which your Honor 
admitted, and which shows they appeared as 
stockholders in February 1937. Therefore I 
shall move to strike that exhibit which he pro- 
poses to read on the ground that it is imma- 
terial. 

Mr. Campbell: I think, if the Court please, 
this matter was thrashed out the other day, at 
which time it was stated by the Court that we 
would be permitted to show the nature of the 
investments made, and I propose to show these 
entries as to the making of loans to the Pierce 
Petroleum Corpora- [606] tion. 

The Court: Well, if that is the object, it is 
to show simply that the Investment Finance 
Company did make investments in Pierce 
Petroleum, and then that comes within the 
terms of the indictment and is admissible. 

Mr. Lawson: While your Honor is reading 
that, I would like to have your Honor have my 
point in mind, that I understood that it was 
all predicated upon an interest by the defend- 
ants in the Pierce Petroleum at the time that 
the loans were made. ‘That was my under- 
standing of your Honor’s ruling the other day. 

The Court: I think this was the basis of my 
ruling as to these corporations A to Z, which 
were corporations we so described as being 
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those in which Investment Finanee Company 
had made a stock investment or to which it had 
made loans. My statement was that unless there 
was a showing, 1 foundation showing, that the 
directors of Investment Finance controlled 
those corporations, or possibly under certain 
circumstances had a heavy personal interest in 
those corporations, that the only thing we 
would be interested in here as relevant to the 
issues involved would be the fact that there was 
such investment and the general type of cor- 
poration in which the investment was made, 
that where the directors had a controlling in- 
terest, that it might be proper to go further in 
order to give the jury items from which they 
might pick up intent. I think that was the 
basis of my ruling. 

Mr. Lawson: Yes, your Honor, but I 
thought it was limited to the time when the con- 
trol was exercisable and that the loan must 
have been made at that time. “That is if the 
control or interest was obtained at a time sub- 
sequent to the investment, it would be imma- 
terial. 

The Court: I thmk I also went that far 
and I said that the Government would have to 
convince me of the connection of [607] where 
there was an investment to-day and some time 
subsequently a control was taken over. In 
other words, if there was a considerable period 
of time intervening between the two; it might 
be a prefectly natural development that they 
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had made an investment and they put men in 
there to safeguard it. 

Myr. Ivwin: That is the situation here, your 
Honor, if you will look at Exhibit 181, which 
was read a moment ago. 
¥ *% % ae % aS * 

Mr. Adams: Your Honor spoke of a matter 
where there was a long interim from the time 
the loan was made, and until the time, until 
anybody representing the Investment Finance 
Company went into control, or the directors of 
the Pierce Petroleum, that that could be shown. 

Now, this Exhibit No. 181, from which Mr. 
Campbell read, to which I reserved the right to 
read, he was reading from the minutes of Feb- 
ruary 19, 1937, at which time it was shown that 
Mr. Twombly and Mr. Edgerton had assumed 
a stock interest. 

Now, back in the minutes of 1935—— 

Mr. Campbell: JI don’t know what counsel 
has in mind with reference to the minutes 
which are not here in evidence. 

The Court: I think I understand your 
point, but that is part of your case, and when 
the time comes you may put those all in to 
show the situation. Counsel for the Government 
is entitled to put in his case as he deems best, 
as I have indicated many times. 

Mr. Adams: I understand that. 

The Court: And so long as there is nothing 
there that seems to the Court to be confusing 
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or Improperly prejudicial, unnecessary, he is 
entitled to put it in as the books show. 

Now, as a part of your case, you may show 
certain circumstances which take the curse out 
of that particular piece of evidence. [608] 

My. Adams: I understand your Honor said 
that Mr. Campbell could not put in evidence of 
Companies A to Z unless he would show the 
time the loan was made. He should show the 
time the loan was made. 

The Court: Pardon me. I just repeated 
what I said a short time ago. He is entitled 
to show from the books of the Investment Fi- 
nance Company, that contrary to the repre- 
sentations made by these men to investors, in- 
stead of liquidating, they made investments in 
these various organizations, and it doesn’t 
make any difference who controlled it. 

The point there is not that they were making 
investments to themselves, directly or indi- 
rectly, but that they weren’t liquidating, they 
were investing in oil wells, or banks. You see? 

Mr. Adams: Yes. 

The Court: He is entitled to show that. You 
are entitled to explain that, as a part of your 
ease. Now, that has nothing to do with the 
point alleged in the indictment that they were, 
in effect, loaning money to themselves. 

Now, let me illustrate. I don’t know that 
there is anything of this kind in the entire 
case, but suppose there was a John Doe Cor- 
poration which was owned and controlled by 
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three of these defendants and they showed that 
these moneys were loaned to that corporation. 
They would then be entitled to show the addi- 
tional fact that these defendants owned that 
corporation, and that it was a loss. Now, those 
are items which go to show the intent; they are 
items of circumstantial evidence. They are 
items which the jury would be entitled to con- 
sider, but before he can go beyond the invest- 
ment, as shown by the books, he has to lay some 
foundation to satisfy me before I will let that 
evidence in that there was a loss, that there 
was a direct connection between these defend- 
ants and that corporation. [609] 

Mr. Adams: That is what I think he is not 
doing. In other words, your Honor said he 
must do certain things before he can do other 
things. In other words, he is going at it back- 
wards. He attempted first to show a loss. He 
is attempting, secondly, to show—— 

The Court: We took that out. If there was 
any implication of loss in there I got rid of 
that. For that reason I didn’t think it was 
proper, but this entry, as I see it, is simply a 
narrative of the investments of the corporation. 

Mr. Adams: Then did he not go backwards 
in this: He has introduced here the minutes 
which are two years after the matter he is now 
going to read, to show that some of these de- 
fendants had an interest in this company. 

Now, I say that the orderly fashion of proof 
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was to follow what you said. First, he must 
show an investment: then if he can show that 
the defendants weer interested he could then 
show a loss. That is what I understood you 
to say. 

The Court: Let me take those minutes. Will 
you approach the bench, please.’’ 

(The following proceedings were had at the 
bench outside the presence of the Jury.) 

“The Court: This Exhibit 181, which he 
read, is dated February 19, 1937. 

Mr. Adams: Yes. 

The Court: Now, let me see that entry there. 

Mr. Irwin: December 31, 1935. 

Mr. Adams: It is December of ’35. There 
is some 14 months difference, your Honor. 

The Court: This says, ‘Unearned discount 
on accounts purchased to set up $21,000 notes 
receivable from Pierce Petroleum Corporation, 
dated 11/16/35 (with interest at’8 per [610] 
cent from date) to cover indebtedness to In- 
vestment Finance Company for $15,000 cash 
deposited in trust #1855 with Western Trust 
and Savings Bank to buy claims of ereditors 
of Pierce Petroleum Corporation—$1,000 chat- 
tel mortgage, L. No. 24 from Charles E. and 
Maryan A. Kenner—$1,000 chattel mortgage L 
No. 23 from Pierce Petroleum Corporation on 
equipment—$1,000 check of Charles E. Ken- 
ner returned account insufficient funds (held in 
eash account in ledger)—services rendered by 
C. W. Twombly and J. H. Edgerton for Invest- 
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ment Finance Company, amount of $435.18 
balance credited to Unearned Discount on Ac- 
counts Purchased, $27,616.99.’ 

Now, I deem that that is simply a reflection 
of the investment which was made. It shows 
this investment. Now, that I deem to be proper 
for that reason. There is nothing there that 
is confusing. There is nothing there that 1s 
prejudicial. 

Mr. Irwin: I believe there is, your Honor. 

The Court: There is nothing there that 
would deceive the jury, as I see it. 

Mr. Irwin: I believe there is. As I see it, 
the reason they are putting this one in is the 
statement was read yesterday about Kenner 
and his San Quentin record. Now, this is a 
conclusion. Here it is set up as an asset. This 
doesn’t show the date the loans were made. It 
refers to the fact that loans had previously 
been made to pay off those debts. Now they 
read the final entry setting it up as an accounts 
receivable. Isn’t that true? They are using 
this description, which is a conclusion, as to 
what they got for the money they loaned out. 
That doesn’t show the money lent out, and the 
prejudicial nature is in showing Kenner’s fig- 
ure in there in the light of that statement which 
was read yesterday. 

Again I submit it is misleading. [611] 

Mr. Lawson: That was long prior to any 
transaction of the Pierce Petroleum Company. 
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* Be * * * * + 


Mr. Irwin: Does your Honor have this in 
mind: You stated there are two theories, one 
that they made loans which are not approved; 
and the second one, loans in which they had 
interest. Obviously, this doesn’t come imside 
the loans in which they had interest. This 
comes under the head of the unwarranted loans, 
not being under the standards set forth, that 
is true. Shouldn’t we stop by just showing the 
bare loans instead of reading that description ? 
Instead of reading that description, why not 
show the loans 

The Court: I don’t know what is coming 
in. You still have your motion to strike. I 
may take this out yet.’’ 


(The following proceedings were had 1n the hear- 
ing of the Jury.) 

‘‘Mr. Campbell: Reading now from plain- 
tiff’s Exhibit 39, the cash journal of the In- 
vestment Finance Company, from page 7 
thereof. 

‘December 17, 1935. 

Notes receivable — Pierce Petroleum, 
debit $2100: income from service rendered, 
eredit, $485.18; unearned discount on ae- 
counts purchased, credit $2,564.82; to set 
up $21,000 notes receivable from Pierce 
Petroleum Corporation, dated 11/16/35 
(with interest at 8 per cent from date) to 
cover indebtedness to Investment Finance 
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Company for $15,000 cash deposited in 
trust #1855 with Western Trust and Sav- 
ings Bank to buy claims of creditors of 
Pierce Petroleum Corporation — $1,000 
chattel mortgage L No. 24 [612] from 
Charles E. and Maryan A. Kenner— 
$1,000 chattel mortgage L No. 23 from 
Pierce Petroleum Corporation on equip- 
ment—$1,000 check of Charles E. Kenner 
returned account insufficient funds (held in 
cash account in ledger)—services rendered 
by C. W. Twombly and J. H. Edgerton 
for Investment Finance Company, amount 
of $485.18 balance credited to Unearned 
Discounts on Accounts Purchased.’ 


The Court: Now, gentlemen of the jury, 
you must not connect in your minds this use 
of the name Kenner with the Kenner name 
which was in the statement made by Mr. 
Twombly. There is no proof here of the truth 
of the statement made by Mr. Twombly, and 
it wasn’t put in, as I explained to you, for 
any other purpose than to show the condition 
of Mr. Twombly’s mind from which might be 
indicated an intent so far as he is concerned. 

Mr. Adams: Now, with your Honor’s per- 
mission, I would like to read from plaintiff’s 
Exhibit 181, being the two pages which I un- 
derstand have now been introduced and being 
the minutes of the stockholders’ meeting: 


‘Minutes of annual stockholders’ meeting 
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of Pierce Petroleum Corporation, Ine, 
held at the principal office of the corpo- 
ration, 415 South La Brea Avenue, Los 
Angeles, California, on February 19, 1937, 
at 3:30 o’clock P. M. 

The following stockholders were present 
in person: 


George A. Boedecker — 100 shares 
J. H. Edgerton — 200 shares 
C. W. Twombly — 100 shares’ 


This is the part he didn’t read: 

‘Stockholders present by proxy: 
Investment Finance Company, a corpora- 
tion, — 5 shares; 

The above 405 shares is the total out- 
standing stock [613] issued by the cor- 
poration. 

The President asked the Secretary to 
report on the financial condition of the 
corporation and the present condition of 
Lightburn Community No. 1 Well, and 
the trial balance annexed to these minutes 
and marked Exhibit ‘‘A’’ was submitted 
by the Secretary. 

A general discussion followed, at which 
time Mr. Edgerton produced a letter re- 
ceived from the Investment Finance Com- 
pany, a corporation, and signed by Dr. 
R. W. Starr, its President, to the effect 
that payment of the obligation owed by 
this company to the Investment Finance 
Company, by virtue of two promissory 
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notes secured by chattel mortgage dated 
January 29, 1936, would have to be paid 
in full immediately, and containing the 
further information that the said indebt- 
edness was in the amount of $29,006.33. 
The letter further stated that no addi- 
tional funds would be advanced by the In- 
vestment Finance Company for the mainte- 
nance or operation of Lightburn Commu- 
nity No. 1 Well. The original of this letter 
is attached hereto, made a part of these 
minutes, and marked Exhibit ‘‘B’’. 

Mr. Edgerton stated that in view of this 
demand by the Investment Finance Com- 
pany for payment of its obligation, there 
was a confiict of interests between this 
company and the Investment Finance 
Company, and it would not be feasible for 
him or Mr. Twombly to serve as directors 
and officers of both corporations. Mr. 
Boedecker was requested to suggest the 
names of additional persons who could 
satisfactorily act as directors of the Pierce 
Petroleum Corporation for the ensuing 
year. [614] 

Nominations were thrown open for di- 
rectors of the corporation. and the fol- 
lowing persons were nominated by George 
A. Boedecker: 

George A. Boedecker 
Bundy Colwell 
Mildred Hargraves. 
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Upon motion of Mr. Twombly, seconded 
by Mr. Boedecker, it was unanimously re- 
solved and earried that the stockholders 
cast a unanimous ballot in favor of the 
three nominees as directors of the cor- 
poration for the ensuing year. 

It was suggested by Mr. Edgerton that 
the new board of directors make every ef- 
fort to obtain a purchaser for Lightburn 
Community No. 1 Well, in as much as it 
was apparent that the Pierce Petroleum 
Corporation would never be able to repay 
the amounts owed by it from proceeds de- 
rived from the operation of the well. 

On motion duly made and carried, the 
meeting adjourned at the hour of 5:00 
o’eloeck P. M. 

(Signed) J. H. EDGERTON, 
President. 
C. W. TWOMBLY, 
Secretary.’ 


Mr. Campbell: Now in view of the reading 
of those minutes, if the Court please, I at this 
time wish to renew my offer of the portion of 
the books of the Investment Finance Company 
heretofore read and stricken by your Honor. 

The Court: I will take that under advise- 
ment. 

Mr. Campbell: * * * I wish to renew my 
offer of plaintiff’s Exhibit 10, being the ap- 
plication of the Pacific Brick Company, a cor- 
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poration, for a permit to issue its stock [615] 
* * * and which bears the signature of the 
defendant J. Howard Edgerton. 

Mr. Butler: I object to it at this time on 
behalf of the defendant Cronk, that no founda- 
tion has been laid, that it is hearsay and 1m- 
material. 

Mr. Irwin: I wish to make the same ob- 
jection, your Honor, and in addition thereto 
add the one that it doesn’t tend to prove or 
disprove—lI think that comes under materiality 
—any issue, * * *, 

Mr. Lawson: I adopt all those objections 
and add to it that it has not been connected 
up, and the foundation has not been laid in 
this sense of the word—not as to the compe- 
tency, as far as the signature is concerned— 
but I don’t know of anything that has been 
developed by the Government in this case that 
has added to the facts which would show and 
which would come within the Imitation or 
definition of your Honor, nothing in addition 
in the way of control or stock interest. 

The Court: I just went over these min- 
utes, and I am going to permit them over 
the objection, exception allowed, subject to a 
motion to strike. 

Mr. Lawson: Exception. 

Mr. Campbell: This date is June 9, 1937— 
I beg vour pardon. The document is verified 
on the 27th day of May, 1937. I wish to make 
the same offer with reference to plaintiff’s Ex- 
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hibit 11, which is the application for amend- 
ment to permit. 

The Court: The same objections may be 
deemed to have been made to this, same rul- 
ing, same exception. It may be admitted and 
marked next in order and read to the jury. 


(Thereupon said documents referred to were re- 
ceived in evidence and marked respectively plain- 
tiff’s Exhibits 10 and 11.) [616] 


‘“Mr. Campbell: I will read these two at this 
time. Plaintiff’s Exhibit No. 10: 


‘BEFORE THE DEPARTMENT OF 
INVESTMENT 


Division of Corporations 
of the State of California 


In the Matter of the Application of Pa- 
cific Brick Company, a Corporation, For a 
Permit Authorizing It to Sell and Issue 
Its Stock. 

State Corporation Department 
Reeeived June 9, 1937. 
Los Angeles Office. 


65673 LA 
LA 22919 


To The Honorable, The Commissioner of 
Corporations of the State of California. 


Pursuant to the provisions of the Cor- 
porate Securities Act of the State of Cali- 
fornia, the undersigned, Pacific Brick Com- 
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pany, a corporation, hereby makes this its 
application to the Commissioner of Cor- 
porations of the State of California for 
leave to issue and dispose of its securities 
in the manner hereinafter set forth. 

The application of Pacific Brick Com- 
pany respectfully shows: 

That Pacific Brick Company is a corpo- 
ration duly organized under and existing 
by virtue of the laws of the State of Cali- 
fornia, its Articles of Incorporation having 
been duly filed in the Office of the Sec- 
retary of State on the 21st day of May, 
1937, as will hereinafter more particularly 
appear. [617] 


II 
(1) That the names, residences and 
postoffice addresses of the officers and di- 
rectors of applicant are as follows: 


Name Office Address 
J. Howard Edgerton President and Los Angeles, 
Director Calif. 
F. A. Anderson Vice-president Los Angeles, 


and Director Calif. 
M.F. Hargraves Sec’yl'reasurer & Los Angeles, 


Director Calif. 

E. C. Thomas Director Los Angeles, 
Calif. 

Vivian Howatt Director Los Angeles, 
Calif. 


(2) The location of the principal office 
of the applicant is 2526 Colorado Avenue, 
Santa Monica, California. 
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(3) <An itemized account of applicant’s 
financial condition is not annexed as an ex- 
hibit to this application, because applicant 
is a newly organized corporation and has 
not as yet conducted business and has no 
tangible assets and only those habilities in- 
curred as an incident to its incorporation. 

(4) The plan upon which applicant pro- 
poses to conduct its business is as follows: 

To purchase approximately twenty (20) 
acres of real property located in the City 
of Santa Monica, County of Los Angeles, 
State of California, and to take clay there- 
from and manufacture common bricks and 
other clay products, and to distribute and 
sell the same in accordance with the general 
practices of brick and tile manufacturing 
concerns. 

(5) Applicant at this time intends to 
issue common and preferred stock in ac- 
cordance with the Articles [618] of Incor- 
poration, a copy of the proposed form of 
the common stock being attached hereto, 
made a part hereof and marked Exhibit 
‘“A”? and a copy of the proposed form for 
the preferred stock being attached hereto, 
made a part hereof and marked Exhibit 
id 

(6) Applicant alleges that no contract 
is proposed to be entered into concerning 
the sale of its securities. 

(7) Applicant alleges that no pros- 
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pectus or advertising or other descriptive 
matter concerning the securities of appli- 
cant is to be distributed or published. 

(8) Annexed hereto and marked Exhibit 
‘OC’, is a copy of applicant’s Articles of 
Incorporation, and applicant alleges that 
same were filed in the office of the Secre- 
tary of State on the 21st day of May, 
1937, and that since said date no amend- 
ment has been made to applicant’s Ar- 
ticles of Incorporation, and that they now 
exist as set forth in Exhibit ‘“‘C”’ above 
referred to. 

Applicant further alleges that a certi- 
fied copy of said Articles was filed in the 
office of the County Clerk, County of Los 
Angeles, on the 26th day of May, 1937. 

(9) Applicant proposes to issue and 
dispose of its securities immediately upon 
issuance of your permit. 

(10) Applicant proposes to issue and 
dispose of 50,000 shares of Common Stock 
of an aggregate par value of $50,000, or 
a par value per share of common stock 
of one dollar ($1.00) each. [619] 

(11) Applicant proposes to issue and 
dispose of 50,000 shares of Preferred Stock 
of an aggregate par value of $50,000, or 
a par value per share of preferred stock 
of one dollar ($1.00). 

(12) Applicant does not propose to pay 
anv commission or compensation for the 
issuance or disposition of its securities. 
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(13) <A copy of all the minutes of any 
proceedings of applcant’s directors or 
shareholders, relative to or affecting the 
issuance of all securities for which per- 
mission is hereby petitioned, is hereto an- 
nexed and marked Exhibit ‘‘D’’. 

(14) Applicant’s By-Laws are hereto 
annexed and marked Exhibit ‘‘E’’, and ap- 
plicant alleges that same have not been 
amended. 

(15) Applicant does not name a reg- 
istrar, transfer agent or escrow holder, be- 
lheving same unnecessary. 


Hil 
That the persons interested in the or- 
ganization of the applicant corporation, 
to whom the applicant proposes to sell its 
stock, are as follows: 
E. C. Thomas, 
J.H. Edgerton, 
M. Ff. Hargraves, 
I. A. Anderson, 
Vivian Howatt, 
A. R. Ireland, 
J. 1. Smale, 
; R. W. Starr, 
oe W.S. Brayton, 
William Leffert, 
Harry A. Neyer, 
Ralph Edgington, 
Fr. KE. Jones 
Lloyd R. Massey, 
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Wherefore, applicant prays that you 
permit issue, authorizing applicant: [620] 

(1) To issue and dispose of 50,000 
shares of its common stock of a par value 
of $1.00 per share, to the persons named 
in this application, for a cash considera- 
tion of $1.00 per share. 

(2) To issue and dispose of 50,000 
shares of its preferred stock of a par value 
of $1.00 per share, to the persons named 
in this application, for a cash considera- 
tion of $1.00 per share. 

(3) That said permit be subject to such 
conditions as you deem desirable and ex- 
pedient to impose. 

Respectfully submitted, 
(Signed) PACIFIC BRICK 
COMPANY, 
a corporation, 
By J. H. EDGERTON, 
President. 
By M. F. HARGRAVES, 
Secretary-Treasurer. 


State of California, 
County of Los Angeles—ss. 


J. H. Edgerton and M. F. Hargraves, be- 
ing by me first duly sworn, depose and say: 
that they are President and Secretary- 
Treasurer, respectively, of the above en- 
titled corporation; that they have read the 
foregoing application for permit to issue 
stock and know the contents thereof; and 
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that the same is true of their own knowl- 
edge, except as to the matters which are 
therein stated upon information and_ be- 
lief, and as to those matters that they be- 
lieve it to be true. 
(Signed) J. H. EDGERTON 
M. F. HARGRAVES. 
Subscribed and sworn to before me this 

27th day of May, 1937. 

ALYCE CROSBY [621] 
Notary Public, in and for the County of 

Los Angeles, State of California.’ 


To which is attached Exhibits, copies of stock 
certificates, minutes of the first meeting of the 
Board of Directors of Pacific Brick Company, 
and By-laws of the Pacific Brick Company. 


Reading now plaintiff’s Exhibit No. 11: 


‘BEFORE THE DEPARTMENT OF 
INVESTMENT 


Division of Corporations 
of the State of California 


In the Matter of the Application of Pa- 
cific Brick Company 

For a permit authorizing it to sell and 
issue its securities. 
No. 56573LA 
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Application For Amendment to Permit to 
Issue and Sell Securities. 
State Corporation Department 
Received October 22, 1938. 
Los Angeles Office. 


No. LA 1865. 


To The Honorable Commissioner of Cor- 
porations of the State of California: 
The application of Pacific Brick Com- 
pany respectfully represents: 


I 
That on or about the 11th day of Octo- 
ber, 1938, the Honorable Commissioner of 
Corporations issued to the Pacifie Brick 
Company his permit authorizing said com- 
pany to sell and issue to any or all of 
the persons named in its application filed 
June 9, 1937, an aggregate of not to ex- 
ceed ten thousand (10,000) of its common 
shares upon the terms and [622] condi- 

tions therein provided. 


II 
That the Investment Finance Company 


us not named in the application filed on 


or about June 9, 1937, as a person or cor- 
poration to which applicant proposed to 
sell its shares; that applicant now desires 
to sell its shares to Investment Finance 
Company upon the same terms and con- 
ditions that it is authorized to sell its shares 
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to the persons named in the application 
of June 9, 1937. 

Wherefore, applicant prays that the 
Honorable Commissioner of Corporations 
make his order amending his permit of 
October 11, 1938, so as to authorize appli- 
cant to sell its shares to the Investment 
Finance Company, as well as to the per- 
sons named in its application filed June 
9, 1937, on the same terms and conditions 
as authorized in the permit dated October 
11, 1938. 

Respectfully submitted, 
(Signed) PACIFIC BRICK 
COMPANY, 
a corporation, 
By J. HOWARD EDGER- 
TON, 
Vice-President 
By J. W. SEWARD, 
Assistant Secretary. 


State of California, 
County of Los Angeles—ss. 


J. Howard Edgerton and Joseph W. 
Seward, being by me first duly sworn, de- 
pose and say: That they are Vice-President 
and Assistant Secretary, respectively, of 
the above entitled corporation; that thev 
have read the foregoing Application for 
Amendment to Permit to Issue and Sell 
Securities and [623] know the contents 


$32 


J. Howard Edgerton, et al., 


thereof; and that the same is true of their 
own knowledge, except as to the matters 
which are therein stated upon information 
or belief, and as to those matters that 
they believe it to be true. 
(Signed) J. HOWARD EDGER- 
TON 
JOSEPH W. SEWARD. 
Subscribed and sworn to before me, this 
19th day of October, 1938. 
(Signed) MILDRED HAR- 
GRAVES 
Notary Public, in and for the County of 
Los Angeles, State of California. 
My Commission expires August 20, 
1942.’ ’’ [624] 


‘“‘Mr. Campbell: At this time I wish to re- 
new my offer of plaintiff’s Exhibit 12, which 
is the application for permit to issue stock of 
the R. F. D. Discount Conipany, a corporation. 

The Court: That was the company whose 
records have been mislaid ? 

Mr. Campbell: Yes, your Honor. 

The Court: It may be admitted, the objec- 
tion already having been made, and may be 
considered to be renewed at this time, and over- 
ruwed, subject to a motion to strike, and excep- 
tion allowed. 

Mr. Ivwin: In addition to the objections 
that were made at the time of the first offer, 
may it be understood that the objections that 
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were made to Exhibit 10 a few minutes ago may 
be considered to apply to this also? 

The Court: The same objections may be 
deemed to be made, and the same ruling as to 
all defendants. 

Mr. Adams: Your Honor, I don’t know 
whether that includes the objection of no foun- 
dation as relating to the defendant 'lwombly 
or not. 

The Court: Yes, it does. ) 

Mr. Campbell: I make the same offer with 
regard to plaintiff’s Exhibits 13 and 14. 

The Court: The same ruling, the same ob- 
jections, same exception. It will be admitted 
and marked in regular oider. 

Mr. Campbell: Thirteen is a supplement to 
the application of the R. F. D. Discount Com- 
pany, and 14 is an application for amendment 
to permit for issuance of stock of that com- 
pany.”’ 

(Thereupon said documents were received in 
evidence and marked respectively 12, 138, 
and 14.) 

‘‘Mr. Campbell: Now, I will read these three 
documents [625] at this time. 

Plaintiff’s Exhibit No. 12—I will state first 
that this document is dated, or bears the recep- 
tion stamp of March 3, 1934: 
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‘BEFORE THE DIVISION OF COR- 
PORATIONS, DEPARTMENT OF IN- 
VESTMENTS, STATE OF 
CALIFORNIA. 


In the Matter of 


R. F. D. DISCOUNT COMPANY, 
a corporation, 
Applicant. 


Appheation for Permit to Issue Stock. 
State Corporation Department, 
Received March 3, 1934. 

Los Angeles Office. 
58588 LA. LA 9827. 


Comes now the above named Applicant, 
and respectfully represented and petitions 
the Honorable Commissioner of Corpora- 
tions of the State of California, as follows: 


ie 
That the Articles of Incorporation were 
duly and regularly filed with the Secretary 
of State on the 7th day of February, 1934. 


IT. 
The names, residences and post-office ad- 
dresses of its officers are as follows: 
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Name. Office. Address. 
H.B. Colwell, President, 2103 Virginia Road, 
Los Angeles,Calif. 
M.H.Bauer,  Vice- 1157 East Broadway, 


President, Long Beach, Calif. 


M. E. Dickman, Seeretary- 145 Douglas Street, 
Treasurer, Los Angeles, Calif. 
[626] 
TET. 

The location of its principal office for the 
transaction of business in the County of 
Los Angeles, State of California, is: 1017 
Rowan Building, 458 South Spring Street, 
Los Angeles, California. 


HN: 

There are no assets and liabilities of the 
company at the present time, with the ex- 
ception of the expense of incorporation, 
including expense for filing Articles of In- 
corporation and paying necessary license 
fees, in the sum of $58.30. 


V. 

The corporation does not plan to do an 
active business of any kind, being organ- 
ized by a group of ten individuals for the 
purpose of holding their shares of stock 
in other groups. The company will proba- 
bly invest in shares of stock of other cor- 
porations from time to time, merely as an 
investment for its shareholders, or it may 
purchase real-estate or deeds of trust as 
an investment for its own shareholders. In 
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the event that such purchases are made, 
they will be made in the beginning from 
cash invested in the company by the share- 
holders, and future investments will be 
based entirely upon profits made on the 
company’s own investments. 

A copy of the Preorganization Agree- 
ment described above and entered into by 
and between the prospective shareholders 
herein, is attached hereto, made a _ part 
hereof, and marked Exhibit ‘‘A’’. 


VI. 

The shares of common stock of the com- 
pany [627] shail be issued in form substan- 
tially as the form attached hereto and 
marked Exhibit ‘‘B’’. 


VIL. 
A copy of the Articles of Incorporation 
of the applicant is attached hereto, made a 
part hereof and marked Exhibit ‘‘C’’. 


VIL. 

The applicant proposes to issue its shares 
of stock immediately upon receiving the 
necessary permission from the Commis- 
sioner of Corporations 


TX. 
The applicant proposes to issue 75,000 
shares of its common stock, said stock to 
be issued only to the following named in- 
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dividuals: R. W. Starr, J. L. Smale, E. C. 
Thomas, A. R. Dreland, William Leffert, 
A. L. Johnson, W. 8. Brayton, F. A. An- 
derson, C. E. Bervy and J. Howard Edger- 
ton, and none of said individuals are to 
purchase from the corporation in excess 
of $7500.00 worth of said stock, the par 
value of which shaJl be One Dollar ($1.00). 

The stock shall be issued for the follow- 
ing considerations: 

(a) For cash; 

(b) For the par value of any shares of 
guarantee capital stock of The Railway 
Mutual Building and Loan Association, a 
corporation, that shall be turned in and 
exchanged for shares of stock in this cor- 
poration by any of the above named ten 
individuals; 

(c) For the par value of any shares of 
common or preferred stock of the First 
Security Deposit [628] Corporation, a cor- 
poration, that shall be turned in and ex- 
changed for stock of this corporation by 
any of the above named individuals; 

(d) For the par value of any bonds 
issued by the First Security Deposit Cor- 
poration, a corporation, and turned in and 
exchanged by any of the above named in- 
dividuals for stock of this corporation ; 

(4) for services rendered by any one 
of the above named individuals to the ap- 
plicant corporation, the amount of shares 
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to be awarded for said services rendered 
to be determined by the Board of Directors 
of this corporation from time to time. 


ae 

There shall be no public offering of 
shares of stock in this corporation for sale, 
and no stock shall be sold by this corpora- 
tion to any individual other than the above 
named ten persons; provided, however, that 
other persons may be named on the shares 
of stock in joint tenancy with any one of 
the above named ten individuals. 


XI. 
There shall be no commission or compen- 
sation paid for the sale of the shares of 
stock above mentioned to any one. 


XII. 

This application is filed in accordance 
with the resolution of the Board of Direc- 
tors of the company at a meeting held at 
the principal office of the company on the 
12th day of February, 1934, at the hour 
of five o’clock P. M., a true copy of said 
resolution being attached hereto, made a 
part hereof, and marked Exhibit ‘‘D’’. 

[629] 
XIII. 

A true copy of the By-Laws of this cor- 
poration is attached hereto, made a part 
hereof and marked Exhibit ‘‘H”’. 
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xsl. 

The present officers of this corporation 
are acting in their capacity on behalf of 
the prospective shareholders of the cor- 
poration, and will conduct the business of 
the corporation. In view of the fact that 
no active business is contemplated, the offi- 
cers have not been chosen because of any 
particular qualifications for any line of 
endeavor. In further view of the fact that 
there is no immediate business enterprise 
before the company, no particular working 
capital is necessary. There have been no 
investments made to date in other com- 
panies, and a schedule thereof cannot, 
therefore, be shown at this time. 


XV. 

The reason for the issuance of shares of 
stock of the corporation to the ten individ- 
uals named herein, for a consideration 
other than cash, is because of the desire on 
the part of said individuals to pool their 
various investments and resources in one 
joint fund, and make real-estate imvest- 
ments, and investments in securities of 
other companies. It is also because of the 
desire of the said ten individuals to pool 
the present voting strength of the shares 
of stock held by them in The Railway Mu- 
tual Building and Loan Association, a cor- 
poration, and in the First Security Deposit 
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Corporation, a corporation. Said ten [630] 
individuals are close personal friends and 
business acquaintances of many years 
standing. 

The present acting officers of the cor- 
poration are acting in such capacities at 
no fixed salaries, and with no promised re- 
muneration of the company. 


Wherefore, your applicant respectfully 
requests the Honorable Commissioner of 
Corporations of the State of California to 
issue his permit in accordance with the 
foregoing application. 

(Signed) PAUL NOURSE and 

J. HOWARD EDGERTON 
By J. HOWARD EDGERTON 


State of California, 
County of Los Angeles—ss. 


M. EH. Dickman, being first duly sworn, 
deposes and says: That she is secretary of 
R. F. D. Discount Company, a corporation, 
the applicant in the foregoing Application, 
and makes this verification on behalf of 
said corporation; that she has read the 
foregoing Application and knows the c¢on- 
tents thereof; that the same is true of her 
own knowledge, except where therein stated 
on information or belief, and that as to 
those matters she believes it to be true. 

(Signed) M. E. DICKMAN., 
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Subseribed and sworn to before me on 
this 1st day of March, 1934. 
(Signed) ANN MARQUIS, 
Notary Public in and for the County of 
Los Angeles, State of California.’ 


Attached thereto is a pre-organization agree- 
ment as follows: [631] 


PREORGANIZATION AGREEMENT. 


This Agreement, made at Los Angeles, 
California, this 26th day of January, 1934, 
between the following parties: R. W. Starr, 
J. L. Smale, E. C. Thomas, A. R. Ireland, 
Wm. Leffert, A. L. Johnson, W. 8. Bray- 
ton, F. A. Anderson, C. EK. Berry and J. 
Howard Edgerton, 


WITNESSETH: 


That Whereas, the parties hereto are 
now stockholders and/or bondholders in 
The Railway Mutual Building and Loan 
Association, a corporation, and the First 
Security Deposit Corporation, a corpora- 
tion; and 


Whereas, the parties hereto are desirous 
of organizing a corporation, and converting 
their stock and bond investment in the two 
above named corporations into common 
stock in the new corporation, 

Now, Therefore, It Is Hereby Mutually 
Covenanted and Agreed by and between the 
parties hereto, as follows: 
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ae 

A corporation shall forthwith be formed 
at the expense of all of the above-named 
individuals under the laws of the State of 
California, and authorized to issue 75,000 
shares of the par value of $1.00 each, to 
be known as: R. F. D. Discount Company, 
and having as one of its objects the aequi- 
sition and management of all shares of 
stock and bonds held by the above-named 
individuals in the First Security Deposit 
Corporation, a corporation and/or The 
Railway Mutual Building & Loan Associa- 
tion, a corporation. [632] 


G8 
Subject to the provisions of this agree- 
ment, the Articles of Incorporation shall 
be in such form and contain such provi- 
sions as may be advised by J. Howard 
Edgerton, attorney for the parties hereto. 


IIT. 
None of the shares of the corporation 
shall be offered for public subseription. 


IV. 

Each of the parties hereto shall sub- 
seribe for 7500 shares of the corporation, 
the issuance of which shall be subject to 
such permit therefor as the corporation 
may obtain from the Corporation Commis- 
sioner of the State of California. 
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The corporation shall petition the said 
Commissioner of Corporations for a per- 
mit authorizing the corporation to issue 
shares to each of the above named individ- 
uals, up to the amount of $7500.00, said 
shares to be paid for either in cash or ex- 
changed for guarantee capital stock of The 
Railway Mutual Building and Loan <As- 
sociation, a corporation, or common or pre- 
ferred stock of the First Security De- 
posit Corporation, a corporation. In the 
event that the shares are issued in ex- 
change for the stock or bonds above men- 
tioned, the above named individuals shall 
be entitled to shares of stock in the new 
corporation, issued in direct proportion to 
the par value of their shares of stock or 
bonds in the other two corporations above 
mentioned. Provided, however, that com- 
mon stock in the new corporation shall be 
issued to the above named individuals [633] 
in return only for stock or bonds owned 
by them at the time of the execution of this 
agreement. 

VI. 

The parties hereto agree that the first 
directors of the new corporation shall be: 
M. EK. Dickman, H. B. Colwell and M. H. 
Bauer, and that such directors shall not 
be entitled to any remuneration for their 
Services. 
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VIL. 

After the original issue of common stock 
to the above named individuals, in return 
for money or stock and bonds above re- 
ferred to, the corporation shall then have 
the power through its Board of Directors 
to issue stock to the above named individ- 
uals for services rendered to the corpora- 
tion. The amount of stock to be issued in 
return for said services shall be entirely 
within the discretion of the Board of Di- 
rectors of the corporation. 

In Witness Whereof the parties hereto 
have hereunto set their hands this 26th day 
of January, 1934. 

(Signed) R. W. STARR 

W. SEWARD BRAYTON 

ED C. THOMAS 

A. L. JOHNSON 

J. L. SMALE 

F. A. ANDERSON 

C. EK. BERRY 

A. R. IRELAND 

WM. LEFFERT 

J. HOWARD EDGERTON.’ 

[634] 

Attached hereto is Exhibit ‘D’ as follows: 


‘Whereas, this corporation is authorized 
in its Articles of Incorporation to issue 
75,000 shares of common stock, to be issued 
and sold at and for the price of $1.00 per 
share; and 


us. United States of America 845 


Whereas, a pre-organization agreement 
was entered into by and between R. W. 
Starr, J. L. Smale, E. C. Thomas, A. R. 
Ireland, Wm. Leffert, A. L. Johnson, W. 8. 
Brayton, F. A. Anderson, C. E. Berry and 
J. H. Edgerton wherein it was agreed by 
and between said parties that the corpora- 
tion when organized should petition the 
Commissioner of Corporations for a per- 
mit authorizing the corporation to issue 
shares to the above named individuals up 
to the amount of $7,500.00 each, said shares 
to be paid for either in cash or exchanged. 
at par value for guarantee capital stock of 
The Railway Mutual Building and Loan 
Association, or at the par value of common 
or preferred stock, either A or B, of the 
First Security Deposit Corporation, a cor- 
poration, or at the par value of bonds of 
said First Security Deposit Corporation, 
or in return for services rendered by the 
above named individuals to the corporation 
in an amount to be determined by the 
Board of Directors of the Company, 


Now, Therefore, Be It Resolved: That 
the secretary of this corporation be and she 
is hereby authorized and directed to pre- 
pare or cause to be prepared, verified and 
filed, or caused to be filed on behalf of the 
corporation, an application to the Califor- 
nia Commissioner of Corporations for a 
permit authorizing this corporation to issue 
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and [635] sell 75,000 shaves of its common 
stock of the par value of $1.00, at and for 
the price of $1.00 per share, to the follow- 
ing named individuals, in an amount not 
to exceed $7500.00 in shares to each: R. W. 
Starr, J. L. Smale, EK. C. Thomas, A. R. 
Ireland, Wm. Leffert, A. L. Johnson, W.S. 
Brayton, F. A. Anderson, C. E. Berry. and 
J. Howard Edgerton.’ 


Also attached hereto is a copy of the By- 
Laws of the R. F. D. Discount Company, a cor- 
poration. 


Reading now from plaintiff’s Exhibit 18, 
‘Before the Division of Corporations, 
Department of Investments, State of Cah- 
fornia. 
In the Matter of R. F. D. Discount Com- 
pany, a corporation, Applicant. 
Supplement to Application for Permit 
to Issue Stock.’ 


It bears the stamp ‘Received March 22, 1934, 
State Corporation Department, Los Angeles 
Office.’ 

‘Comes now the above named Applicant, 
and respectfully represents and petitions 
the Honorable Commissioner of Corpora- 
tions of the State of California, as follows: 


[. 
That the Applicant desires to issue stock 
to the following named individuals, in the 
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following amounts, and for the following 
consideration : 

Name: W. S. Brayton; number of 
shares to be issued, 7500; for the follow- 
ing: 780 for 39 shares Class B preferred 
stock of First Security Deposit Corpora- 
tion; 6720 for 1344 shares common stock 
of said corporation. 

Name: R. W. Starr; number of shares 
to be issued, [636] 7500; for the follow- 
ing: 40 for 2 shares Class A preferred 
stock of First Security Deposit Corpora- 
tion; 2060 for 103 shares Class B preferred 
stock of said corporation; 5400 for 1080 
shares common stock of said corporation. 

Name: A. L. Johnson; number of shares 
to be issued, 7500; for the following: 682 
for Collateral trust bonds of First Security 
Deposit Corporation; 160 for 8 shares 
Class A preferred stock of said corpora- 
tion; 1120 for 26 shares Class B preferred 
stock of said corporation; 1580 for 316 
shares common stock of said corporation ; 
3958 for cash. 

Name: A. R. Ireland; number of shares 
to be issued, 7500; for the following: 2671 
for Collateral trust bonds of First Security 
Deposit Corporation; 217 for Collateral! 
trust notes of said corporation; 200 for 10 
shares Class A preferred stock of said cor- 
poration; 3440 for 172 shares Class B pre- 
ferred stock of said corporation; 860 for 
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172 shares common stock of said corpora- 
tion; 112 for cash. 

Name: Wm. Leffert; number of shares 
to be issued, 7500; for the following: 1122 
for Collateral trust bonds of First Security 
Deposit Corporation; 320 for 16 shares 
Class A preferred stock of said corpora- 
tion; 2240 for 112 shares Class B preferred 
stock of said corporation; 580 for 48 shares 
common stock of said corporation ; 3238 for 
eash. 

Name: J. L. Smale; number of shares 
to be issued, 7500; for the following: 63 for 
Collateral trust bonds of First Security De- 
posit Corporation; 1200 for 60 shares Class 
A preferred stock of said corporation ; 1300 
for 260 shares common stock of said [637] 
corporation; 4937 for cash. 

Name: J. Howard Edgerton; number 
of shares to be issued, 7500; for the fol- 
lowing: 131 for Collateral trust bonds of 
First Security Deposit Corporation; 20 for 
1 share Class preferred stock of said cor- 
poration; 520 for Services rendered to this 
corporation as granted bv its Board of Di- 
rectors; 6829 for cash. 

Name. E. C. Thomas; number of shares 
to be issued, 7500; for the following: 20 
for 4 shares common stock of First Deposit 
Corporation; 140 for 7 shares Class A pre- 
ferred stock of said corporation; 180 for 
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9 shares Class B preferred stock of said 
corporation; 7160 for cash. 

Name: ©. E. Berry; number of shares 
to be issued, 7500; for the following: 320 
for 16 shares Class B preferred stock of 
First Security Deposit Corporation; 7180 
for cash. 

Name: F. A. Anderson; number of 
shares to be issued, 7500; for the follow- 
ing: 670 for Collateral trust bonds of First 
Security Deposit Corporation; 6810 for 
eash; 20 for 1 share Class A preferred stock 
of said corporation. 


ie 

That wherever bonds of the First Se- 
curity Deposit Corporation are mentioned 
in the above paragraph as consideration 
for shares of stock to be issued by this cor- 
poration, it is meant that shares shall be 
issued in return for bonds of an equivalent 
face value. 

CEL. 

That at a special meeting of the Board 
of [638] Directors of the applicant corpo- 
ration, held at the principal office of the 
company, at 5:00 o’clock P. M. on the 16th 
dav of March, 1934, a resolution was duly 
passed whereby the Board of Directors de- 
termined the fair value to the corporation 
in monetary terms of the various types 
of consideration to be received for its own 
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shares of stock. A true copy of said reso- 
lution is attached hereto, made a_ part 
hereof, and marked Exhibit ‘A’’. 


IV. 

That the form to be used for the shares 
of common stock to be issued by the appli- 
eant corporation heretofore filed with the 
original application herein shall have writ- 
ten somewhere on the face of said certifi- 
cate the following words: 

‘“All shares of stock issued by this cor- 
poration are subject to the restrictions upon 
transfer as set forth in the Articles of 
Incorporation.”’ 


Wherefore, your Applicant respectfully 
requests the Honorable Commissioner of 
Corporations of the State of California, to 
issue his permit in accordance with the fore- 
going application and this Supplement 
thereto. 

(Signed ) R. F. D. DISCOUNT COM- 
PANY, a corporation, 
By M. E. DICKMAN, Secretary. 
PAUL NOURSE and 
J. HOWARD EDGERTON, 
By J. Howard Edgerton 
Attorneys for Applicant.’ 


Sworn to before Ann Marquis, Notary 
Public, on the 21st day of March, 1934, 
by M. BE. Dickman. [639] 
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Attached as Exhibit A, the following reso- 
lution: 

‘Resolved, That Whereas, it is to the best 
interests of this corporation to receive and 
hold bonds, preferred stock and common 
stock, of the First Security Deposit Cor- 
poration, in whatever quantities the same 
can be obtained, and, 

Whereas, the organizing stockholders of 
this corporation have requested this Board 
of Directors to issue stock in return for 
various types of consideration,— 

Now, Therefore, Be It Resolved: That 
the following types of consideration shall 
have the following monetary value: 

All collateral trust bonds and notes of 
the First Security Deposit Company shall 
have a value to this company in the face 
amount of that indicated upon said bonds 
or notes. In other words, they shall he 
worth par to this corporation. 

All preferred stock, both Class A and 
Class B, of the First Security Deposit Cor- 
poration, shall be valued by this company 
at the sum of $20.00 per share, which is 
the par value of said stock. 

All common stock of the First Security 
Deposit Corporation shall be valued at the 
sum of $5.00 per share. 

Be It Further Resolved, that the Secre- 
tary of this company be instructed to file 
a supplement to the Application heretofore 
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filed with the Commissioner of Corpora- 
tions, requesting a permit to issue stock 
to the following persons, in the follow- 
ing amounts, and for the following con- 
siderations :’ 


Then follows the same names and amounts as set 
forth in the body of the document.” [640] 


‘‘Mr. Campbell: At this time I will read 
plaintiff’s Exhibit No. 14: 


Before the Department of Investment, Di- 
vision of Corporations—State of Califor- 
nia. 

File No. 58588 LA 


In the Matter of 


R. F. D. DISCOUNT COMPANY, a cor- 
poration, 
Applicant. 


APPLICATION FOR AMENDMENT 
TO PERMIT FOR ISSUANCE OF 
STOCK. 


State Corporation Department. Received 
September 21, 1934. Los Angeles Office. 
LA 11911. 

Comes now the applicant company and 
respectfully represents to the Commissioner 
of Corporations as follows: 


qt. 
That on the 23rd day of March, 1934, a 
permit was granted by the Honorable Com- 
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missioner of corporations to the applicant 
company, authorizing it to sell and issue 
its securities in accordance with its Ap- 
plication and Supplemental Application 
heretofore filed. 


I. 

That on the 3rd day of May, 1934, the 
applicant company issued its stock to an 
escrow holder theretofore appointed by the 
Corporation Commissioner in the names 
of the respective parties named in the per- 
mit, together with other persons as joint 
tenants; that the stock issued to said other 
persons as joint tenants was in error and 
not in accordance with the permit on file 
herein, and on the 19th day of September 
the corporation cancelled all stock issued 
to [641] other persons as joint tenants 11 
violation of the permit, and instructed the 
secretary to issue new shares of stock to 
those persons authorized by permission ot 
the Corporation Commissioner herein. 

That about said date an audit was made 
of the corporation books, and the applicant 
company ascertained that certain stock- 
holders of the corporation had turned in 
stock belonging to other stockholders, and 
vice versa in consideration of the shares of 
the R. F. D. Discount Company, and that 
it would he necessary for an amendment to 
the permit to issue stock to be obtained in 
order to rectify said error. 


854 


J. Howard Edgerton, et al., 


JUble 

That at a special meeting of the Board 
of Directors of applicant corporation held 
at the principal office of the company at 
five o’clock P. M. on the 7th day of Sep- 
tember, 1934, a resolution was duly passed, 
whereby the Board of Directors authorized 
the secretary of the applicant company to 
file an application for an amendment to 
the stock permit authorizing the applicant 
company to issue stock certificates in ac- 
cordance with the within application. A 
copy of said resolution is attached hereto, 
made a part hereof and marked Exhibit 
Ne 

Wherefore, vour applicant respectfully 
requests the Honorable Commissioner of 
Corporations to make his order authoriz- 
ing the applicant company to issue shares 
of its stock to the following [642] persons, 
for the following consideration : 


Name Shares Consideration 


A. L. Johnson 1120 56 shares of Class B. pre- 
ferred stock of First Se- 
curity Deposit Corpora- 
tion. 


Wm. Leffert 320 64 shares of common stock 
of said First Security De- 
posit Corporation. 


J. L. Smale 1120 56 shares of Class B pre- 
ferred stock of First Se- 
curity Deposit Corpora- 
tion. 
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R. W. Starr 920 46 shares of Class A pre- 
ferred stock of First Se- 
curity Deposit Corpora- 
tion. 

R. F. D. DISCOUNT COMPANY, 
a corporation. 
By H.B. COLWELL (Signed) 
Secretary 
PAUL NOURSE and 
J. HOWARD EDGERTON, 
(Signed) By J. HOWARD EDGERTON, 


Attorneys for Applicant. 


State of California, 
County of Los Angeles—ss. 


H. B. Colwell, being first duly sworn, 
deposes and says: That he is secretary of 
R. F. D. Discount Company, a corpora- 
tion, applicant herein, and makes this veri- 
fication on behalf of applicant; that he has 
read the foregoing Application and knows 
the contents thereof; that the same is true 
of his own knowledge, except where therein 
stated on information or belief, and that 
as to those matters he believes it to be 
true. 

(Signed) H. B. COLWELL. 

Subseribed and Sworn to before me on 
this 20th day of September, 1934. 
(Signed) ANN MARQUIS, 

Notary Public in and for the County 
of Los Angeles, State of California. 

[Seal]’ [643] 
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Mr. Campbell: At this time I wish to renew 
my offer as to plaintiff’s Exhibit 16, which is 
a document entitled ‘In the Matter of Ameri- 
can Building and Investment Company, Appli- 
eation for Permit to Issue and Sell Shares,’ 
bearing the signature of J. Howard Edgerton, 
and Bundy Colwell. 

Mr. Irwin: Might it be understood, your 
Honor, the same objections as were made to 
the introduction of Exhibit 10 may be deemed 
to have been reiterated as to this Exhibit. 

The Court: Will you approach the bench in 
connection with it. 


(The following proceedings were had outside the 
presence of the jury.) 


‘‘The Court: So far as this company is con- 
cerned can’t vou enter into an oral stipulation 
that covers it without putting in all of this. 

Mr. Campbell: The situation was simply 
this, if we can stipulate, that this company had 
an authorized capitalization and there were 
issued and outstanding 25.000 shares; and on 
the date set forth in that document, the In- 
vestment Finance Company acquired 17,000 of 
such shares at the price paid. 

My. Ivwin: I would have no objection to 
stipulating that that is the fact, but I would 
interpose the objection of its being immate- 
vial * * * that is a hitle different situation than 
some of these others. There are no defendants 
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individually who have had any stock in that 
company. I believe that is correct. 

Mr. Campbell: There is no personal inter- 
est here. * * * The company was organized as 
set forth in the application, stating that ‘Money 
derived from the sale of stock will be invested 
in real estate loans, business investments of a 
general nature and in financing a general in- 
surance agency.’ [644] 

Mr. Irwin: As I said before, I feel that 
there being no stock interest held by any one 
of the defendants, that any evidence as to that 
company, is objected to on the ground that it is 
immaterial, and likewise, it is hearsay, but I 
am not making any point if your Honor over- 
rules the objections. I stipulate that that is 
what the situation is. I don’t feel that that 
comes within the ruling that the Cowt has 
made. 

The Court: Well, now, it seems to me they 
are entitled to show that the Investment Fi- 
nance Company invested in this company. The 
name doesn’t disclose what its purposes were. 
Its articles or its application does; and if it 
can be stipulated, I will permit, at least. that 
part of it from the articles, or from the applhi- 
eation for permit, which indicates what the 
business of the company was. 

The amount of the investment is material. 
Beyond that I am not interested, and there be- 
ing no showing that the directors here were in- 
volved in it, it is simply under the one matter 


858 


J. Howard Edgerton, et al., 


alleged in the indictment, namely, that this cor- 
poration invested in other than securities which 
were indicated in its representation. 


* * * * % * * 


Mr. Campbell: Are all parties willing to 


- stipulate ? 


Mr. Irwin: Yes, your Honor, may it be 
understood that we are stipulating but we 
aren’t waiving our objection to that whole line 
of testimony? 

The Court: Certainly not. 

Mr. Lawson: As I understand your Honor, 
it is limited to that part of the indictment that 
says that they represented that the investments 
would be legal investments. 

The Court: That is the reason it is being 
permitted to go in evidence. [645] 

Mr. Irwin: It is stipulated that those are 
the facts, over the objection, and a ruling that 
it is overruled, and exception. 
¥& aS * ae * oS * 

Mr. Campbell: I will state what the books 
of the Investment Finance Company show as 
to dates, amount of shares acquired, and the 
price paid, what the books show as to loans and 
receipts on repayments as to Bond 17. (Bond 
17—Dog Food Company.) 

The Court: It is stipulated that they were 
in the business of making dog and cat food. 

Mr. Campbell: If we can stipulate to that 
—you don’t want to stipulate as to their finan- 
cial structure? 
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The Court: I don’t think that makes any 
difference. 

My. Irwin: I think that is immaterial under 
that theory. 

Mr. Lawson: As I understand it, it is lim- 
ited to the point that your Honor stated, the 
type of investment that was made, which is at 
variance with the type as represented. 

Mr. Campbell: On Bond 17 I will confine my- 
self to the books of the Investment Finance 
Company. 

Mr. Irwin: That stipulation is understood 
again over exception to the objection of ma- 
teriality; overruled; and exception, subject to 
a motion to strike? 

The Court: That is right. 

Mr. Lawson: That is true as to all defend- 
ants. | 

The Contt: Yes.” 


pen! 


A similar stipulation was entered into with re- 


spect to Pacific Brick and that the books and rec- 
ords of the Pacific Brick Company showed certain 
issues of shares of stock to certain persons, all sub- 
ject to the same objections as stated with respect 
to the American Building and Investment Company, 
Bond—17 Dog Food Company, and _ exceptions. 


[646] 
(The following proceedings were had in the pres- 


ence of the Jury.) 


“Mi. Campbell: J will state each one sepa- 
rately then, if I may. 
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It is stipulated that on August 12, 1938 the 
Investment Finance Company subscribed for 
and bought 17,000 shares of the 25,000 shares 
originally issued of the American Building and 
Investment Company, paying therefor the con- 
sideration of $17,000. 

With reference to the American Building 
and Investment Company, it will be further 
stipulated that, as reflected in its application 
for permit to issue shares, which application 
was made to the State Corporation Commission, 
that the principal business of such corporation 
is the investment 1n real estate loans, business 
investments of a general nature, and in the 
financing of a general insurance agency. 

The Court: May it be so stipulated ?’’ 


(To which all Counsel answered ‘‘So Stipu- 
lated’’.) 


‘‘Mr. Campbell: It will be further stipulated 
that, with reference to the Pacific Brick Com- 
pany, that the books and records of the Pacific 
Brick Company show that on the 20th day of 
August 1937 Certificate No. 6 was issued to 
KE. C. Thomas in the amount of 500 shares, Cer- 
tificate No. 7 to R. W. Starr, in the amount of 
1,410 shares; and Certificate No. 8, to R. W. 
Starr, in the same amount; and, further, that 
as of said date there were outstanding of such 
company 10,000 shares of capital stock.”’ 


(To which all Counsel answered ‘‘So Stipu- 
lated’’.) 
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‘‘Mr. Lawson: Pardon me for interrupting, 
Mr. Campbell. 

Your Honor, don’t you think it would be ap- 
propriate at this time for counsel to state the 
purpose of the stipulation, its applicability, in 
other words? [647] 

The Court: Well, the reason which I have 
announced, gentlemen of the jury, for admit- 
ting this evidence into the record is, it seems 
to me, material on account of the indictment, 
at least under the allegations which, in effect, 
say that money of the company was to be in- 
vested only in securities which were approved 
by the Superintendent of Banks or by the State 
Corporation Department, and that J am permit- 
ting this evidence to go as being material to the 
plaintiff’s case in connection with that allega- 
tion of the indictment. 

Mr. Campbell: Now first I will ask, it will be 
stipulated that the Bond 17 Dog Food Company 
is a company engaged in the manufacture and 
sale of pet food, is that correct? 

Mr. Irwin: It is now and at the outset was 
intended as such a company. I think that should 
be stated. That was the purpose of its incorpo- 
ration. 

Mr. Campbell: Yes. I will so amend my 
statement. 

May it be stipulated to? 

The Court: May it be so stipulated, gentle- 
men 2”? 
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‘(To which all Counsel answered ‘‘So Stipu- 
lated’’.) 


“Mr. Campbell: I will read first the date of 
acquisition, the number of shares, and the con- 
sideration paid: 

‘February 1, 1938, 7,000 shares, $7,000. 
April 5, 1938, 1,000 shares, price paid, 


$1,000. 

April 8, 1938, 2,500 shares, price paid, 
$2,500. a 

April 16, 1938, 1,000 shares, price paid, 
$1,000. 

April 22, 1938, 5,000 shares, price paid, 
$5,000. 


May 3, 1938, 400 shares, price paid, $400. 

May 10, 1938, 485 shares, price paid, 
$435. 

May 12, 1938, 2,000 shares, price paid, 
$2,000. 

May 27, 1938, 100 shares, price paid, 
$100. 

August 2, 1938, 13,000 shares, price paid, 
$6,500. 

August 24, 1938, 8,000 shares, price paid, 
$4,000. 

August 25, 1938, 8,000 shares, price paid, 
$4,000. [648] 

August 26, 1938, 8,000 shares, price paid, 
$4,000. 

August 26, 1938, 2,000 shares, price paid, 
$1,000. 
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August 29, 1938, 6,000 shares, price paid, 
$3,000. 

August 29, 1938, second acquisition, 4,000 
shares, price paid, £2,000. 

August 31, 1938, 6,341 shares, price paid, 
$1,000. ; 

January 24, 1938, 14,266 shares, price 
paid, $891.17. 

Total shares, 89,042, total price paid, 
$45,826.17. 


The books reflect the following loans to and 
repayment from the Bond 17 Dog Food Com- 
pany: 

May 10, 1938, loaned $565. 

May 20, 1938, loaned $1,000. 

May 28, 1938, loaned $500. 

May 24, 1938, loaned $1,000. 

May 24, 1938, loaned $500. 

May 27, 1938, loaned $1,000. 

May 31, 1938, loaned $1,000. 

June 2, 1938, loaned $4,000. 

June 15, 1938, loaned $6,000. 

July 8, 1938, repaid $2,000. 

July 4, 1938, loaned $2,000. 

July 5, 1938, loaned £2,000. 

July 21, 1988, loaned $435. 

July 26, 1938, loaned $1,000. 

August 25, 1938, repaid $4,000. 

August 26, 1938, repaid $4,000. 

August 26, 1938, credit of $1,000 by ad- 
justment. 

August 29, 1938, repaid $4,000. 
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August 30, 1938, repaid $5,000. . 
August 31, 1938, repaid $1,000. 
September 26, 1938, loaned $2,000. 
September 29, 1938, repaid $1,000. 
October 4, 1938, loaned $1,000. [649] 


The following items are all loans so I will 
not repeat the statement each time: 


October 7, 1938, $1,000. 
October 14, 1938, $1,000. 
October 24, 1938, $500. 
October 28, 1938, $500. 
November 1, 1938, $1,000. 
November 9, 1938, $1,000. 
November 9, 1938, $500. 
November 15, 1938, $500. 
November 17, 1938, #500. 
November 19, 1938, $500. 
November 22, 1938, $500. 
November 29, 1938, $2,000. 
Docember 8, 1938, $2,000. 
December 23, 1938, $500. 
December 27, 1938, $1,000. 
January 4, 1939, $1,000. 
January 14, 1939, $1,500. 
January 19, 1939, $2.000. 
January 24, 1939, $200. 
January 25, 1939, $6,000. 
February 1, 1939, $1,000. 
February 3, 1939, $1,000. 
February 8, 1939, $1,090. 
February 17, 1939, $2,000. 
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March 1, 1939, $1,000. 
March 11, 1939, $2,000. 
March 18, 1939, $1,000. 
March 27, 1939, $1,000. 
April 4, 1939, $1,000. 
April 6, 1939, $1,000. [650] 
April 12, 1939, $2,000. 
April 14, 1939, $1,100. 
April 24, 1939, $1,000. 


Total loans, $63,800, repayments, $22,000, bal- 
ance, $41,800 transferred to notes receivable. 

The following are notes receivable commenc- 
ing with the first item, which said amount was 
transferred from open account into a notes re- 
ceivable as of Mav 1, 1939, $41,800. 


May 2, 1939, $1,000. 
May 12, 1939, $1,000. 
May 18, 1939, $2,000. 
May 25, 1939, $1,000. 
June 5, 1939, $2,000. 
June 19, 1939, $1,000. 
June 22, 1939, $1,000. 
July 10, 1939, $1,000. 
August 30, 1939, $2,000. 
October 14, 1939, $1,500. 
October 20, 1939, $1,000. 
November 6, 1939, $2,500. 
January 15, 1940, $1,000. 
January 31, 1940, $500. 
February 15, 1940, $500. 
March 6, 1940, $1,100. 
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March 12, 1940, $500. 
April 8, 1940, $500. 
April 19, 1940, $1,000. 
June 26, 1940, $500. 
July 9, 1940, $500. 
August 8, 1940, $250. 


Total notes receivable, $65,150, repayments 
not shown. Now might it be stipulated, pur- 
suant to our statement [651] here at the bench, 
that subject to correction, those are the items set 
forth upon the books of the Investment Finance 
Company ? 


Mr. Irwin: As of the dates given. 
Mr. Campbell: As of the dates given. 
The Court: May it be so stipulated?”’ 


(To which all Counsel answered, ‘*So Stipu- 
lated’’.) 

Mr. Campbell: May it be further stipulated 
that the books and records of the Investment 
Finance Company disclose that as of the 28th 
day of July, 1938, Investment Finance Com- 
pany acquired 16,106 shares of the Pacific 
Brick Company, for which said shares a con- 
sideration of $13,313.49 was paid; that as of 
August 5, 1938, it acquired 5,000 shares, for 
which consideration of $5,000 was paid, making 
a total number of shares 21,106, amount paid 
for it $18,313.49. 

Mr. Irwin: I may have missed it, if counsel 
will give me the first figure and state what that 
was with reference to the total outstanding. 
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Mr. Campbell: <As of August 5, 1938, there 
were outstanding 45,000 shares of capital stock 
of the Pacific Brick Company. 

Now, I wonder, with that addendum, if the 
present stipulation may be accepted. Then I 
will proceed. 

The Court: Is that satisfactory ? 

Mr. Lawson: Yes. 

Mr. Irwin: Yes. 

Mr. Butler: Yes. 

Mr. Adams: Yes. 

The Court: It is so stipulated. Proceed.”’ 

(To which all Counsel answered, ‘‘So Stipu- 
lated.’’) 

“Mr. Campbell: The plaintiff will further 
stipulate the records of the Bond 17 Dog Food 
Company, and the American [652] Building 
and Investment Company do not disclose stock 
ownership at any time on the part of any of 
these defendants. | 

Mr. Lawson: I object to the word “disclose’ 
in connection with that. I think the stipulation 
is broader, that there is no evidence. It is 
stipulated they had no interest. That is the 
effect of it. 

The Cott: It may he that they did, but 
that is all the plaintiff can stipulate to. You 
stipulate that that is what the records show. 
The records don’t disclose any interest. 

Presumably they haven’t any, and they 
haven’t anv unless the plaintiff proves they 
have. But so far as the stipulation iS con- 
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cerned, the wording is all right, and the jury 
are to consider, unless the plaintiff proves they 
had some, that they didn’t have any. * * * 

The Court: The records don’t show that 
they have any. I think the wording is correct. 

Mr. Campbell: I stated that the Govern- 
ment will stipulate that the records of the Bond 
17 Dog Food Company, and of the American 
Building and Investment Company do not dis- 
close any stock ownership at any time on the 
part of any of these defendants. 

Mr. Irwin: Acceptable, your Honor. 

The Court: It may be so stipulated, then. 

Mr. Irwin: Might we make the same query 
except as to the other defendants than the Pa- 
cific Brick? In other words, as your Honor 
will recall, there were certain other unnamed 
defendants. Might we have the same declara- 
tions ? 

The Court: May it be stipulated that other 
than as disclosed by reading from the records, 
that the records do not disclose any stock in- 
terest in the Pacific Brick other than as pre- 
viously indicated ? 

Mr. Campbell: Yes, your Honor. I so 
stipulate.’’ [653] 


(Thereupon the following plaintiff’s Exhibits 
were read to the Jury.) 


‘*Plaintiff’s Exhibit 153, being a letter on the 
letterhead of the American National Bank of 
St. Joseph, Missouri, dated July 19, 1938. 
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This letter is addressed to the 


‘First Security Deposit Corporation, 
415 S. La Brea Avenue, 
Los Angeles, Calif. 


Gentlemen: 

One of our customers holds one of your 
Cumulative Collateral Trust Bonds, Series 
A, No. A-6721 for $854.20 and Certificate 
A 934 for 11 shares of your Class “A” 
Preferred stock. She has been informed 
that the corporation is in process of 
liquidation and has had an offer for the 
securities. 

Will you please advise us if your cor- 
poration is liquidating, and if so, should 
the bond and certificate be sent ior dis- 
posed of in any way. If she should sell the 
securities on the market at the present 
time, can you tell us about what she should 
receive for them. 

Yours very truly, 
GEORGE E. RICHMOND, 
Vice President.’ 


The next one, being plaintiff’s Exhibit No. 
155, on the letter head of the First Security 
Deposit Corporation, dated August 3, 1938. 

[654] 
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“Mr. George U. Richmond 
Vice President 

American National Bank 
St. Joseph, Missouri 


Dear Sir: 

Re your letter of July 19th, 1938, con- 
cerning our securities. 

This corporation is conducting a process 
of liquidation in as orderly a manner as 
is possible; the bulk of its assets consisting 
of trust deeds acquired during the infla- 
tionary period of the late nineteen twen- 
ties, and of real estate acquired through 
foreclosure of such trust deeds. The pres- 
ent governmentally sponsored lending ef- 
forts make competition pretty difficult for 
this type of assets. 

It is the aim of the company to complete 
its liquidation as expeditiously as possible. 
As to whether its security holders should 
retain, or dispose, or their securities, this 
company has no advice to offer one way or 
the other, as the final outcome entirely de- 
pends upon future economic conditions, 
and as to these it is certain that no present 
prognostication will be of any great value. 

We understand the market on these se- 
curities at the present time to be in the 
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neighborhood of 75% of the face on the 
bonds and 10% on the par of the stock. 
Yours very truly, 
FIRST SECURITY DEPOSIT 
CORP. 
By C. W. TWOMBLY.’ 


Plaintiff’s Exhibit No. 36, and specifically 
reading a [655] portion of the minutes of June 
24th, the minutes rather, of the special meeting 
of the Board of Directors of the Investment 
Finance Company of June 24, 1937. 


‘The following Directors were present: 


Messrs. R. W. Starr 
J. H. Edgerton 
EK. C. Thomas 


The following Directors were absent: 


Messrs. J. L. Smale 
C. W. Twombly. 


On motion of Mr. Thomas, seconded by 
Dr. Starr, a resolution was unanimously 
passed authorizing and directing Mr. Ed- 
gerton to employ Mr. Charles T. Cronk at 
a salary of $200.00 per month, plus a rea- 
sonable automobile expense for this pur- 
pose.’ 


Now, I should have read the former para- 
graph. This will be backwards. 
‘‘A discussion was had as to the advis- 
ability of employing a man for the pur- 
pose of contacting outstanding bondholders 
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of the First Security Deposit Corporation 
in an effort to ascertain the advisability of 
liquidating the complete bond issue prior 
to its maturity in 1942.’ 


Then the other paragraph that I read. I 
don’t care to read any more of it. 
eS * Ge * ay & * 
‘‘Mr. Adams: I wish to read from Govern- 
ment’s Exhibit No. 36, minutes of regular meet- 
ing of the Board of Directors, Investment Fi- 
nance Company, as of Date August 17, 1938. 


“The following Directors were present: 


Messrs. R. W. Starr 
E. C. Thomas [656] 
J. L. Smale 
A. R. Ireland 
C. W. Twombly.’ 


I am reading from the fifth paragraph, at the 
bottom of the first page of those minutes: 

‘On motion of Mr. Twombly, seconded by 

Mr. Smale, and carried, Mr. Twombly vot- 

ing ‘‘No,’’ it was resolved that Mr. Cronk’s 

emplovment be extended upon the same 

terms and conditions for the period of one 
month.’ 


Mr. Lawson: Will it be stipulated that Mr. 
Twombly signed the minutes and prepared 
them ? 

Mr. Adams: Reading from plaintiff’s Ex- 
hibit 36, as of date September 21, 1938, reading 
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from the minutes of the regular meeting of the 
Board of Directors of the Investment Finance 
Company held on that day. 


‘The following Directors were present: 


Messrs. R. W. Starr 
EK. C. Thomas 
J. L. Smale 
A. R. Ireland 
C. W. Twombly.’ 


Iam reading from the paragraph, being the 
last paragraph on the first page of those min- 
utes. 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, and carried, Mr. Twombly vot- 
ing *‘No,’’ it was resolved that Mr. Cronk’s 
employment be extended upon the same 
terms and conditions for the period of one 
month.’ 


Same stipulation, if Mr. Lawson wishes it, 
that he was present at the meeting; acted as 
secretary thereof; and signed the minutes as 
such seecretary.’’ [657] 

‘‘Mr. Adams: The next one I wish to read 
from is October 19th, reading from plaintiff’s 
Exhibit 36, minutes of the regular meeting of 
the Board of Directors of the Investment Fi- 
nance Company, as of date October 19, 1938. 
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‘‘The following Directors were present: 


Messrs. R. W. Starr 
Cc. W. Twombly 
A. R. Ireland 
EK. C. Thomas 
J. L. Smale 


In addition to the Directors 
Mr. J. H. Edgerton, and 
Miss Florence Long 
were present.’ 


I am reading from the second from the bot- 
tom paragraph on the first page thereof. 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, and earried, Mr. T'wombly vot- 
ing “‘No,’’ 1t was resolved that Mr. Cronk’s 
employment be extended upon the same 
terms and conditions to and including No- 
vember 16, 1938, unless terminated sooner 

by himself.’ 


Mr. Twombly was present at that meeting, 
but the minutes are signed by Florence Long, 
as secretary. 

Mr. Campbell: I wish to read a few more 
minutes—I am reading from plaintiff’s Exhibit 
36, meeting of May 25th, 1938: 


‘The following directors were present: 
Messrs. R. W. Starr 

E. C. Thomas 

J. L. Smale 

A. R. Ireland 

C. W. Twombly.’ [658] 
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Reading in part: 
‘On motion of Mr. Twombly, seconded by 
Mr. Ireland, and carried, it was resolved 
that Mr. Cronk’s employment be extended 
to June 1, 1938.’ 


Minutes signed ‘R. W. Starr, Chairman; C. 
W. Twombly, Secretary.’ 


Meeting of June 1, 1938. 
‘The following directors were present: 


Messrs. R. W. Starr 
EK. C. Thomas 
J. L. Smale 
A. R. Ireland 
C. W. Twombly. 


In addition to the directors, Mr. J. H. 
Edgerton and Mr. C. L. Cronk were pre- 
sent.’ 


Reading in part: 
‘On motion of Mr. Smale, seconded by 
Mr. Ireland, and carried, it was resolved 


that Mr. Cronk’s employment be extended 
for two weeks.’ 


Minutes signed *R. W. Starr, Chairman, C. 
W. Twombly, Secretary.’ 


Minutes of June 15, 1938: 


‘The following directors were present: 
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Messrs. R. W. Starr 
HK. C. Thomas 
J. L. Smale 
A. R. Ireland 
C. W. Twombly. 


In addition to the directors, Mr. J. H. 

Kdgerton was present.’ 
Reading in part: 

‘On motion of Mr. Thomas, seconded by 
Mr. Smale, [659] and carried, Mr. Cronk’s 
employment was extended until the next 
regular directors’ meeting. 

On motion of Mr. Ireland, seconded by 
Mr. Twombly, and carried, it was resolved 
that Mr. Cronk be paid at the rate of $75 
per month for automobile expense.’ 


Minutes are signed ‘R. W. Starr, Chairman; 
C. W. Twombly, Secretary.’ 


Minutes of July 20, 1938: 


‘The following Directors were present: 


Messrs. R. W. Starr 
EK. C. Thomas 
J. L. Smale 
A. R. Ireland 
C. W. Twombly. 


In addition to the directors, Mr. J. H. 
Edgerton was present.’ 


Reading in part: 
‘On motion of Mr. Thomas, seconded by 
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Mr. Smale, and carried, it was resolved that 
Mr. Cronk’s employment be extended for 
the period of one month.’ Signed, *“R. W. 
Starr, Chairman; C. W. Twombly, Seere- 


i) oe 


tary. 


(Thereupon the Plaintiff rested its case in 
chief.) [660] 

“My. Irwin: May it please the court, on be- 
half of the defendants Starr, Thomas and 
Smale, individually, I respectfully move Your 
Honor to strike all of the evidence heretofore 
received, which would be from Exhibit 1 to, [ 
believe, it is 218, Your Honor. 

On the grounds that no prima facie showing 
has been laid as to the scheme charged in the 
indictment with reference to the first fourteen 
eounts. 

I respectfully move this Honorable Court, 
with reference to Count 15, which is the con- 
spiracy count, that overt acts 1 to 41 be stricken 
on the grounds that no corpus delicti has been 
laid to show the existence of the conspiracy 
charged in the indictment; or that if such a 
conspiracy did exist, the association therewith, 
with knowledge, and with the intent to further 
the purpose charged in the indictment, on the 
part of either defendants, Dr. Starr, Smale or 
Thomas, has not been shown. 

Here is where I am coming to the classes. 
With reference to the motion to strike on hear- 
say, L will have to particularize that somewhat. 
not too much, because here is the way I feel, 
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that the law will fall on that: With reference 
to such letters as may have been written, for 
example, by the defendants Cronk or Twombly, 
if the court should hold that there was a 
scheme, and that my clients, with knowledge 
of that scheme, and the intent to participate, 
both the knowledge and the intent having to 
exist at the time the scheme was alleged to have 
been formed, that then whether they knew 
about the letters or not, the objection of hear- 
say would not stand, because they would be re- 
sponsible for the acts done in furtherance 
thereof. 

I thoroughly recognize that principle. Now, 
likewise, and there will be another motion with 
reference to the grounds of hearsay, and that 
it has not been connected up [661] to those 
documents which have been introduced, which 
are signed by third persons, and which have 
been introduced either on the theory to show 
intent, or on the theory of showing similar ac- 
tions or transactions, but where it is not shown 
it was done by anyone on behalf of, or who was 
a party to the scheme, then there is a distinc- 
tion there with reference to the hearsay. 

With that preamble, your Honor, I par- 
ticularly move the Court to strike the indict- 
ment letters—Exhibit 161, which refers to 
Count 1. 

I move to strike Exhibit 156, which is 
Count 2. 

Count 3, the Government has indicated that 
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they moved and will thereafter move to dismiss 

that count. 
Exhibit 158, which is Count 4; 
Exhibit 159, which is Count 5; 
Exhibit 168, which is Count 6; 
Exhibit 151, which is Count 7; 
Exhibit 161, which is Count 8, 
Exhibit 162, which is Count 9; 
Exhibit 155, which is Count 10; 
Exhibit 163, which is Count 11; 
Exhibit 164, which is Count 12; 
Exhibit 165, which is Count 13; 
Exhibit 166, which is Count 14. 


Your Honor, the motion to strike the exhibits 
to which I have just particularly referred 1s 
based upon the fact that they were admitted 
over objection of materiality, that the corpus 
delicti had not been laid, and that they were 
hearsay as to my clients, the Defendants Starr, 
Thomas, and Smale, and were adinitted with 
the promise that they would be connected up. 

In support of that motion I hope to point 
out to your [662] Honor that that responsibil- 
ity has not been fulfilled by the plaintiff in that 
in addition to the grounds that no scheme has 
been shown to have existed, as charged in the 
indictment, that there is in addition thereto, 
that there is not one iota of testimony to show 
that either the Defendant Starr, Smale or 
Thomas, at the time the scheme 1s alleged to 
have been performed, had any knowledge of 
such a scheme, nor did they do any act with 
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the intent of participating in such scheme, or 
furthering its accomplishment.”’ 
% * * * * * * 

“Mhe Court: As I understand the indict- 
ment, it was in the initial stages, after the pre- 
liminaries, that prior to the dates upon which 
the count letters were placed, or caused to be 
placed in envelopes, with prepaid postage, and 
so forth, that prior to that time these defend- 
ants had devised and intended to devise a 
scheme to defraud certain persons, and to ob- 
tain money or property from them and others, 
unknown, and to obtain money from investors 
in the Railway Building and Loan who had 
theretofore converted their investments into 
securities of the First Security; and that they 
had devised, and intended to devise the scheme 
to obtain this money by means of false and 
fraudulent promises, and representations, and 
pretenses; and then it goes on after that to 
show the way the scheme and artifice was ear- 
ried on. 

Mr. Irwin: Yes, your Honor, I subscribe to 
that. That is why I asked your Honor to bear 
in mind ‘by means of false and fraudulent pre- 
tenses, representations, and promises,’ that they 
were going to defraud these people. 

What I am going to take up in a moment, 
with the Court’s permission, is find in the in- 
dictment a starting place where [663] the 
scheme, having been formed, it is alleged that 
they started doing things in furtherance of the 
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scheme; in other words, when you do something 
in furtherance of a matter, you already have 
the matter itself in mind that you are going to 
further. That, I believe, is a fair statement. 

So that when we come to that point, we then 
will find within the indictment that the scheme 
charged is alleged to have been then in existence, 
and that the matters subsequently done were in 
pursuance and in furtherance of the scheme, 

* * * the indictment, it charges this scheme 
to defraud and take money and property of the 
investors was formed the date not later than 
November 1, 1932; that the scheme was then in 
existence. 

If I am correct on that premise, the law is 
clear that all the elements of the crime must 
be present. That includes, your Honor, not 
only must the scheme charged in the indict- 
ment be present, but likewise the defendants 
who are accused of being party to that scheme 
must be shown that they had knowledge of the 
scheme, and that they agreed to, or by their 
acts, may be said to have agreed and intended 
to participate in the scheme. 

The Court: Just let me see if I understand 
that. So far, the allegation of the indictment 
is that prior to the time of the mailing out of 
any count letter, the earliest count letter was 
mailed on June 22, 1938. 

Now, you say that the allegations of the in- 
dictment are such that the scheme or devise to 
defraud must have been entered into before the 
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first day of November, 1932, which is the date, 
as I remember it, that the indictment alleges 
that the First Security issued its bonds and 
stocks in exchange for the Railway Building 
and Loan securities. 

Mr. Irwin: That is right, your Honor. [664] 


The Court: 

Is the gravamen of the offense the issuance 
of the securities by the Railway Building and 
Loan, or is the gravamen of the offense the 
scheme and the execution of the scheme to 
acquire from divers and certain and sundry 
persons the securities which had been previ- 
ously issued? In other words, the date of No- 
vember 1, 1932 is only of interest to us in 
that the Government could not put in any 
evidence of any action so far as the execution 
of the crime is concerned prior to that date, 
because the foundation wasn’t in existence un- 
til that date because the securities weren’t is- 
sued.”’ 

* * * * *% % * 

“TY disagree with counsel Irwin, and I see 
no basis in the indictment for the statement 
that the scheme could not be originated—must 
have originated not later than November Ist. 

I don’t think that date is very material. It 
seems to me that under the indictment the 
scheme might have originated at almost any 
date. The time of the origination of that 
scheme is an indefinite matters, which will have 
to be determined by the jury from the facts 
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as they find them. There could have been no 
execution of that scheme, manifestly, until the 
securities which formed the basis for the carry- 
ing out of the fraud were in existence, and 
that date is November 1, 1932, as I understand 
the indictment. 

Now, it seems to me that that scheme could 
have originated at any time, but it couldn’t have 
been carried out actually by any acts on the 
parts of the conspirators, carried out, until 
after two things had occurred: One, the se- 
eurities of the Railway Building and Loan had 
been issued, and, two, those securities had been 
converted by the investors from Railway Build- 
ing and Loan into First [665] Security Deposit 
Corporation. 

Now, I disagree with counsel Irwin on an- 
other element. I understand the law to be that 
the jury is entitled to take all of the items 
of evidence which are properly introduced by 
the Government, and admitted by the court, 
into a count in determining whether or’ not, 
as to the substantive offenses, that there was 
a scheme to defraud by the use of the mails; 
and, as to the conspiracy count, as to whether 
or not there was the conspiracy alleged. 

T believe that the jury is entitled to deter- 
mine, from subsequent acts, which are items of 
circumstantial evidence, what had taken place 
in their judgment prior to that time’’. 


* % * * * * * 


“Mr. Irwin: * * * I took the top of Page 4, 
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* * * the allegation ‘that thereafter and for 
the purpose of, and pursuant to the said scheme 
and artifice, to defraud the said persons in- 
tended to be defrauded, and on or about the 
28th day of December, 1936’. All right, there 
is that date. 
Now, sub-section 1: ‘That thereafter and 
for the purpose of’ 
Funk and Wagnall’s dictionary on ‘purpose’ 
—it might seem idle, but so that I can give 
my thought to your Honor— purpose’ is given 
this definition: 
‘An idea or ideal kept before the mind 
as an end, effort or action.’ 


And the second choice given to the defini- 

tion: : 

‘The particular thing to be affected or 
attained.’ 


Now, then, with the word ‘pursuant’. Your 
Honor is familiar with it, but I have used it 
idly for many years, but I wanted to get that 
clearly in my mind so Your Honor would un- 
derstand what I have before me. 

‘Pursuant’ is in accordance with—now, there- 
fore, Your Honor, I submit, with the reading 
of that allegation, [666] that obviously our 
scheme, and our artifice to defraud, was prior 
to December, 1936. 

Now, why do I say then that I go back to 
December, 1932? That would be Your Honor’s 


question. 
* % *¥ a ae * % 
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Now, what do we have then between No- 
vember 1, 1932, and this December, 1936? 

We have, if Your Honor will follow with 
me, ‘That thereafter, and on or about the 7th 
day of February, 1934, the defendants did or- 
ganize and cause to be organized R. F. D. Dis- 
count Company, Inc.’—that is Page 3, Line 20. 

That is no pretense. I think we can be in 
accord that there is nothing there that said 
that they did that. They didn’t say there was 
anything fraudulent about it, so that doesn’t 
help us. 

And the next thing they say is, ‘That there- 
after and on or about the 30th day of August, 
1935’ they caused to be organized Investment 
Finance Company. 

That is not a pretense. It is not a repre- 
sentation to anybody, one way or the other. 
It doesn’t come within that, and that doesn’t 
help us, does it, as to the means? 

The point I am making, going back again, 
‘by means of false and fraudulent pretenses.’ 
So that doesn’t help us. 

The Court: It doesn’t help you so far as 
the false representations are concerned. 

Mr. Irwin: Let me go on and see if I can 
hit the conclusion that I am coming to. 

Therefore, we are up to that point. Now, 
why do I go back to November, 1932? Taking, 
if we will, Page 5, the top paragraph, Your 
Honor, beginning with Line 1, ‘That the de- 
fendants would and did represent to the per- 
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sons [667] intended to be defrauded, that the 
First Security Deposit Corporation would and 
did loan and advance money only upon secur- 
ity or properties theretofore approved.’ 

That is where I believe I get my help. 

Now, first of all, I want to call this point 
to Your Honor’s attention, which may help to 
clear some of the fog that is before us all. 
If we read Line 3, ‘that the First Security 
Deposit Corporation would and did loan’— 
that they represented that they would and did 
loan—we know whoever drew the indictment 
was not familiar with what the evidence would 
show. *@% * 

What evidence do we have with reference 
to the fact that the loans would be made only 
as approved by the corporation commissioner 
or the bank commissioner? When did it hap- 
pen? It happens back when they are soliciting 
the investors of the Railway Mutual Building 
and Loan to come in to the reorganization 
scheme. They didn’t represent—and Your 
Honor will recall the testimony—there was no 
representation that they would, and were loan- 
ing, which is what ‘would and did loan’ means 
—there was no representation there that they 
would and were loaning only on securities ap- 
proved by the Corporation Commissioner, but 
the evidence was, and is before Your Honor, 
that in the application, as I recall it, to the 
Commissioner some place in there, * * * that 
the representation was made that they would 
only loan money that was approved. 
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Now, that allegation there we can strike out. 
Whoever drew that allegation did not have his 
evidence in mind, because at that time the cor- 
poration, the Railway Mutual Building and 
Loan, was threatened with going under. There 
is no evidence at all that they were making 
any loans, the Railway Mutual. The Security 
Deposit certainly wasn’t mak- [668] ing any 
loans, because in November 15, 1932, they is- 
sued their securities. It wasn’t until the latter 
part of ’33 that they got their segregation of 
assets through, and it appears from the evi- 
dence, letters introduced by the plaintiff, that 
between November, 1932, and up until the 
segregation was completed, * * * that the 
First Security was dependent for its revenue 
upon the prorata share of returns to the Rail- 
way Mutual Building and Loan. 

Therefore, Your Honor, that allegation, as 
I say, we can disregard as surplusage. I illus- 
trated, though, to show that whoever drew 
the indictment didn’t have in mind what the 
evidence would show, and let it read, ‘that 
they represented to the persons intended to be 
defrauded’—coming back with how the scheme 
was to be carried out—‘they represented to the 
persons to be defrauded that the corporation 
would loan money’ only upon security. 

Now, I state to Your Honor that that is a 
representation, and that, according to the evi- 
dence, was made prior to November 15, 1932— 
T mean November 1, 1932. 
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Another one: All the evidence that has been 
admitted here on the question of loans. 

Now, again, why do I say that that is prior 
to November, 1932? 

The Court: Before you go on to your next 
point, let me see if I understand this one. 

Mr. Irwin: Very well. 

The Court: Before I take on the next one. 

I will put this in entirely different language, 
and simplify it, and see if I get your point. 

Your point is, in essence, this: That the 
indictment charges that there was a scheme or 
artifice or a conspiracy to defraud by certain 
means, and that one of the means was [669] 
the organization of certain corporations, A, B 
and ©, at least one of which would not be 
permitted to invest money in other than se- 
curities approved by the Division of Corpora- 
tions, or by the Superintendent of Banks of 
the State of California; that it is alleged that 
the things were done in furtherance of the 
scheme so that naturally the scheme must have 
antidated the means. The only item of evi- 
dence in the entire record of the investment 
limitations in the original literature which was 
sent out asking that there be an exchange of 
securities in the Railway Building and Loan 
into the securities of the First Deposit Cor- 
poration, a fortiori, the scheme must have origi- 
nated prior, at least, to the Ist day of No- 
vember, 1932. 

Have I stated your argument correctly? 
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Mr. Irwin: With this particular addition, 
Your Honor, which I was coming to—— 

The Court: (Interrupting) I only mean so 
far. 

Mr. Ipwin: As far as I have gone. 

Mr. Campbell: I think the evidence shows 
that this representation was made throughout. 
If Your Honor will refer to the letters which 
were sent out, there was repeated time after 
time that the business was being conducted— 
I can’t remember the exact words offhand— 
but that the business was being conducted pur- 
suant to that plan and agreement, and refer- 
ences appear here, which I will point out sub- 
sequently—I don’t take the time to do it now, 
but reiterating through inference or through 
reference that particular representation. 

I thought I should eall that to Your Honor’s 
attention in view of counsel’s statement. 

Mr. Irwin: And I believe counsel will find 
himself in error, because I recall those letters, 
Your Honor, [670] and I believe counsel is 
confused. There is another representation alto- 
gether, that they represented in 1938 that they 
were a liquidating corporation. 

I am referring now to the one that they 
would loan money on property only approved 
by the Corporation Commissioner and the State 
Superintendent of Banks. The original plan, 
as a matter of fact, says that it will be legal 
investments — another indication that they 
would loan money only on legal investments. 
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The Court: Well, now, the same thing has 
been bothering me a little, and I would like to 
have pointed out to me, before we finish this 
argument, specifically in the evidence where 
that representation was made, to what we have 
described in the vernacular as the defraudees. 
In order to prove the allegations of the in- 
dictment, the representation must be made to 
the defraudees, either directly or indirectly, 
to either attention, or intended to come to their 
attention. 

Now, other than in the plan itself, where 
are there 


Mr. Irwin: Very well. * * * on our No- 
vember, 1932, date, is found in the indictment 
on Page 2, commencing with Line 29, ‘that 
thereafter’—now, remember that up above they 
said that they had the scheme, and so on— 
‘that thereafter, and for the pretended and 
alleged purpose of liquidating the assets of 
the said Mutual Building and Loan Associa- 
tion, and to protect the stockholders, and se- 
curity-holders thereof, the said defendants in- 
duced said persons to be intended to be de- 
frauded to exchange their securities in the 
said Railway Mutual Building and Loan Asso- 
ciation for securities issued by said First Se- 
eurity Deposit Corporation.’ 

Your Honor, I submit in that paragraph, 
if nothing else that has been said by me to 
Your Honor, is a substan- [671] tiation of 
my statement that the scheme as alleged is 
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alleged to have existed on November 1, 1932, 
and that what happened thereafter, representa- 
tions, and so forth, were means used to carry 
out that scheme. 

Why do I say that, Your Honor? Because 
what does the word ‘pretended and alleged’ 
mean, but that it is false, and misleading. What 
does this allegation mean, ‘that the defendants 
induced the persons intended to be defrauded’? 
By that you mean they had their intent, they 
already had their plan, and what other con- 
clusion is there by that allegation but that 
they induced the persons intended to be de- 
frauded—is there any other conclusion but 
that at that time the indictment charges there 
was a scheme, and thereby to defraud those 
persons of their property. 

We are in accord—I notice the court nodded 
his head with me—that it certainly was before 
December 28, 1936, when there is the pursu- 
anee of the allegation. 

Now, I believe that on this Paragraph 2— 
and JI invite your Honor’s very serious con- 
sideration, because it is the thing that has 
bothered me about this case from the time 
T first got into it—I submit that they charged 
one scheme, and we have been trying another 
one. 

To elaborate: What we have been trying, 
your Honor, is the scheme—and what I urged 
before this trial ever started as to what would 
happen—we are trying a scheme where these 
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defendants are not charged but are shown 
in 1936 and 1935 to have taken over the In- 
vestment Finance, and from that time manipu- 
lated the affairs of the Investment Finance by 
loans and what not. 

* * * if I may recapitulate—that the in- 
dictment positively shows that the scheme is 
alleged to have been [672] conceived and 
formed prior to December, 1936, which is the 
pursuant business. 

Number two, that it is respectfully submitted 
that the representations about that they would 
make loans approved by the Commissioner of 
Corporations, that only refers to prior to the 
organization date of November, 1932, because 
IT recall—and I will be glad to have counsel 
show any evidence hitting that allegation— 
I don’t want him to be confused now about the 
ones that they later made, where they were 
carrying out a liquidating business—and then 
the clincher, for the alleged purpose and pre- — 
tended purpose of liquidating the defendants 
induced the persons intended to be defrauded to 
exchange their securities—the exchange of se- 
curities is shown to have been completed on 
November 1, 1932. 

* * * T recall the letter that went out to the 
Railway Mutual referring to the fact that the 
plan was open to inspection up in the office, 
I believe, in the Rowan Building or the Pa- 
cific Electric Building, inviting them up to 
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look at it. I don’t believe that the exhibit— 
which I will get for Your Honor—I don’t 
believe there is anything said in it as to what 
the investments would be in the letter. 

Mr. Lawson: You may make that state- 
ment. 

Mr. Irwin: I am assured that [ can make 
that statement fairly.’’ 

“ihe Court: * * * the motion to stfike 
as made must be denied and exception al- 
lowed. * * * 

Now, as I say, this taking out, or attempt- 
ing to take out, the bottom from the plaintiff’s 
ease has been very well done by counsel. I 
think it has been beautifully presented. It 
may be that some other court would agree 
with [673] counsel. I just don’t happen to, 
but that is just counsel’s and the defendants’ 
hard luck, but we did that so if I did agree 
with them we wouldn’t need to sit around here 
for several days in grguing because I would 
set the defendants free tonight if I agreed with 
them. 

Now, the motions to strike on other grounds 
as to particular exhibits, as to particular parts 
of the testimony, may proceed. I will ask 
counsel to reduce those pretty much to writ- 
ing so that we may proceed very rapidly.’’ 

‘““Mr. Lawson: Your Honor, if you will in- 
dulge me just for a moment, not that I like 
to hear the sound of my voice, but I think 
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that this places me in a rather awkward posi- 
tion with regard to the motion to strike on 
behalf of my clients. 

Now, I am going to, as I indicated, of course. 
adopt all of the argument and the points of 
Mr. Irwin. There will be some supplemental 
remarks connected with his argument that I 
want to add to it, and then I do want to take 
a little time to emphasize what I consider 
as the most important points. 

I think that there are certain documents here 
in evidence that are very important to the 
ease, and I am not going to spend very much 
time on anything except what I consider the 
real danger points. J wouldn’t take me very 
long. 

I will, over the week-end, boil everything 
down so that I will have it ready to deliver 
to vour Honor in concentrated form, but the 
exhibits are all here, and I would like to have 
the privilege of arguing orally the motion to 
strike on behalf of my clients.’’ 

‘Phe Court: No, I can’t take the time for 
that. * * * Now, I will put the same require- 
ment on all you gentlemen, to [674] make the 
rest of your motions and your arguments, your 
points, your authorities, and everything, in 
writing, and get them to me by 3:00 o’clock 
on Monday. * * * 

‘‘Mr. Lawson: IJ don’t like to be insistent, 
but I do want to make this further statement. 
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I will say that, frankly, I do not think I will 
have the time available, consistent with the 
other duties in connection with the prepara- 
tion of the defense, to follow the procedure 
as suggested by your Honor. 

I would like to accomodate your Honor in 
that respect, but I do not think that I can do it 
as effectively as I could by oral argument. 

The Court: That is going to be your tough 
luck, because I will not take the time of all 
these counsel to listen to any more oral argu- 
ment.”’ 

‘*Mr. Lawson: Your Honor, I am going to 
really request that I be given that opportunity 
because 

The Court: I will have to deny it. T am 
SOITY. 

Mr. Lawson: I wish to take an exception. 

The Court: Yes. 

Mr. Irwin: Might I, in this connection 

The Court: You were given an opportu- 
nitv to add to it today. You said that vou 
had nothing to add to the argument. 

Mr. Lawson: In regard to that one point, 
your Honor, and I do not intend to cover that 
one point, of course. J concluded on _ that 
point, but there are other things in this record 
that I could refer to in the documents, that 
IT could explain to your Honor, and get the 
benefit of your Honor’s reaction the same as 
you have given your reaction to the arguinent 


of Mr. Irwin on this point, particularly with 
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reference to the report of Mr. Dean Campbell, 
and [675] the statement of Mr. Twombly. 

I will say this, your Honor, we have been 
in trial now for four weeks, and there is an 
accumulation of testimony, and I have had 
to try this case in a form that I have not been 
accustomed to: That everything has been re- 
served on a motion to strike; and it makes 
it a little bit difficult, and I don’t believe that 
I should be restricted in any sense of the word 
as to how I should protect the interests of my 
client. 

If I may respectfully state to the court, as 
to what the plan, the best plan, the court would 
think should be followed, I think that the de- 
fendants here are entitled to insist upon this 
procedure, if, in their judgment, they think it 
is the proper one to follow. 

The Court: J am sorry. I happen to be in 
eharge of this court.”’ 

* * * * * * * 

Mr. Lawson: I will say, your Honor, that 
it isn’t because of any other business outside 
of this case. There is much to be done in the 
preparation of the defense.”’ 

* * * * *¥ * *& 

‘“Mr. Lawson: If your Honor is referring 
to me, I don’t care to make a speech, and that 
isn’t what I have in mind at all, but I am just 
simply calling your Honor’s attention to it, that 
if this case had been tried, as I have been 
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accustomed, as ordinarily tried, when a docu- 
ment is presented you get up and you object, 
and you state the grounds of your objection; 
you have the document before you, and the 
matter is passed upon at that time. 
The Court: Have I declined to pass on any? 
Mr. Lawson: J am not criticizing your 
Honor. I am just simply stating it from my 
standpoint. It isn’t a [676] question of not 
being willing to write out objections, but the 
particular documents that I have in mind, and 
the points, I want to be here with the docu- 
ments, and read from them and point out in 
particular the objectionable parts. In other 
words, to have the same opportunity to point 
out to your Honor the objectionable part of 
those documents as I would have had if the 
objection had been passed upon in the usual 
manner.”’ 
* Be * Le * * % 
“The Court: There are two ways of ruling 
on objections: You can tell the plaintiff to put 
them in, and limit them to a particular person, 
and then the Government will be required to 
make them applicable to all. I have never fol- 
lowed that policy. J have followed the other 
policy in every one of these conspiracy cases 
that I have had.’’ 
* * % ae * ae te 
The Court: Now, I have ruled on the pend- 
ing motions, which were adopted by Mr. Law- 
son. I ruled on those. Those are through. Now, 
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if My. Lawson thinks that he should have 
some additional matters in connection with 
those motions already made, he may start out 
his written document by any arguments, call- 
ing my attention to any documents that he 
wishes in that connection, in order that he 
may supplement Mr. Irwin’s reply to Mr. 
Campbell. 

Mr. Lawson: Your Honor, I don’t know if 
the record shows that the motion is formally 
made on behalf of the Defendants Edgerton 
and Ireland. So as to make it certain, it will 
be understood by your Honor that the motion 
to strike evidence on behalf of the Defendants 
Edgerton and Ireland is made on the same 
erounds, the same specifications, and for the 
Same reasons, and upon the same argument 
as stated by Mr. Irwin in his motion with 
reference to his plans. [667] 

The Court: I¢ is all in the record. 

Mr. Lawson: I just wanted to make cer- 
tain. 

And then whatever additional argument is 
to be in writing, is to be supplemental in addi- 
tion to whatever points Mr. Irwin has brought 
out. 

The Court: Yes.’’ [678] 


Thereafter the following motion was filed on be- 
half of the defendants Ireland and Edgerton: 


